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THE  SMALL  BUSINESS  COMMUNITY'S  REC- 
OMMENDATIONS FOR  NATIONAL  HEALTH 
CARE  REFORM 


WEDNESDAY,  AUGUST  4,  1993 

House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:25  a.m.,  in  room 
2359-A,  Rayburn  House  Office  Building,  Hon.  John  J.  LaFalce 
(chairman  of  the  committee)  presiding. 

Chairman  LaFalce.  The  Small  Business  Committee  will  come  to 
order. 

Ladies  and  gentlemen,  today's  hearing  is  the  first  of  our  commit- 
tee this  year  on  the  issue  of  health  insurance  reform  and  its  impact 
on  the  small  business  community.  I  assure  everyone  it  will  not  be 
our  last. 

All  Americans  are  deeply  interested  in  the  issue  of  health  care 
and  health  insurance,  and  this  surely  includes  the  small  business 
community.  Accordingly,  I  know  that  we  look  forward  to  hearing 
the  views  of  the  groups  that  will  be  appearing  before  us  today. 

We  start  this  great  national  debate  with  a  number  of  points  on 
which  we  can  agree.  First  and  most  crucial  is  the  fact  that  health 
care  costs  have  been  rising  at  alarming  rates  in  the  recent  past. 
Most  disquieting  is  the  upward  trend  we  have  seen  in  these  costs 
relative  to  the  rest  of  the  economy.  Six  years  ago  health  care 
consumed  roughly  11  percent  of  our  Gross  National  Product;  today 
those  costs  comprise  14  percent  of  our  Gross  National  Product.  Not 
surprisingly,  health  insurance  costs  have  risen  commensurately. 
Health  care  inflation  has  risen  twice  as  much  as  general  inflation 
over  the  past  decade,  and  unfortunately  no  relief  seems  in  sight. 

Clearly  if  these  trends  were  to  continue  into  even  the  relatively 
near  future,  they  would  bring  countless  numbers  of  businesses  and 
our  national  economy  to  the  point  of  bankruptcy.  Thus  the  need  for 
action  is  very,  very  clear. 

Indeed,  I  think  the  action  agenda  of  virtually  every  small  busi- 
ness association  that  I  am  aware  of  is  reform  of  our  health  care 
system. 

A  second  point  where  there  is  general  agreement  is  that  in  the 
United  States,  unlike  most  other  industrialized  nations,  we  have 
not  achieved  universal  health  coverage.  Some  30  to  40  million 
Americans  do  not  now  have  health  insurance.  From  50  to  70  mil- 
lion more  have  such  inadequate  coverage  that  a  major  illness  could 
result  in  financial  ruin.  Finally,  almost  every  single  one  of  us  fears 
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the  possible  loss  of  coverage  due  to  a  change  in  employment,  a  loss 
of  employment,  a  marital  change,  a  health  problem  or  for  some 
other  reason  absolutely  beyond  our  control. 

Most  large-  and  medium-sized  employers  do  offer  health  insur- 
ance to  their  workers.  So  do  many  and  perhaps  most  small  busi- 
nesses. I  for  one  am  not  100  percent  sure  about  how  many  smaller 
employers  presently  do  offer  insurance,  and  that  is  one  reason  for 
having  this  hearing  today. 

In  recent  years  we  have  seen  countless  proposals  to  try  to  solve 
the  Nation's  health  care  crisis.  But  for  the  first  time  in  decades,  a 
President  is  about  to  make  major  reform  recommendations  which 
would  seek  to  control  cost  increases  on  the  one  hand  and  achieve 
universal  coverage  for  all  Americans.  It  appears  he  is  ready  to 
launch  an  all-out  campaign  to  enact  those  changes  into  law.  The 
President's  plan  will  undoubtedly  become  the  primary  vehicle  for 
consideration  as  Congress  addresses  this  issue  in  the  upcoming 
months. 

We  do  not  yet  know  all  the  details  of  what  the  President's  plan 
will  contain.  But  from  press  reports  and  from  other  sources,  from 
briefings  that  the  witnesses  at  this  table  have  received  from  the 
administration,  from  briefings  this  committee  has  received,  we  at 
least  have  been  given  enough  information  to  get  an  idea  of  the 
broad  parameters  that  are  likely  to  be  included. 

For  instance,  it  now  appears  that  the  plan  rather  than  coming 
up  with  something  revolutionary  and  new  will  seek  to  build  on  the 
present  system,  which  is  an  employer-based  system.  Some,  such  as 
myself,  have  been  urging  that  the  link  between  employment  and 
health  insurance  be  completely  severed  and  replaced  by  a  single 
payer  system  somewhat  akin  to  Canada's. 

One  of  the  key  issues  for  the  upcoming  debate  involves  the  ques- 
tion of  how  to  finance  a  reformed  health  care  system.  There  is  no 
doubt  that  employers  who  do  not  now  offer  health  insurance  are 
being  subsidized  by  those  who  do,  and  it  is  proper,  it  seems  to  me, 
to  question  this  aspect  of  our  present  system,  but  it  is  equally  im- 
portant in  my  view  to  ask  how  to  cushion  the  financial  impact  on 
those  employers  who  are  least  able  to  absorb  such  a  major  burden. 
Any  plan  we  enact  should  definitely  include  provisions  designed  to 
ease  the  transition  for  those  small  businesses  that  would  have  the 
hardest  time  joining  a  new  system,  and  I  am  pleased  that  the  ad- 
ministration's planners  seem  to  be  taking  this  concern  very,  very 
seriously. 

I  posed  some  14  specific  questions  to  the  groups  who  will  be  tes- 
tifying before  us  today.  I  am  interested  in  the  responses  to  all  those 
and  many  others,  but  there  are  5  that  are  of  particular  concern  to 
me. 

First,  assuming  that  the  plan  would  include  some  form  of  man- 
date for  employers  to  participate,  and  assuming  that  is  going  to 
pass,  then  how  would  you  recommend  financing  that  plan? 

Second,  should  there  be  Federal  subsidies  for  small  businesses 
providing  health  insurance?  How  and  how  much? 

Third,  should  Medicaid  be  folded  into  the  new  system  and  what 
would  be  the  impact  of  reduced  State  and  local  property  or  other 
taxes  on  small  businesses  if  this  were  to  be  part  of  the  plan? 


Fourth,  how  significant  a  benefit  would  it  be  if  the  health  compo- 
nent of  workers  compensation  and  automobile  insurance  were  to  be 
included  in  the  plan? 

Fifth,  how  can  we  best  meet  the  goal  of  universal  coverage? 

I  hope  that  our  witnesses  will  try  to  address  these  questions  in 
their  testimony,  along  with  such  other  points  they  wish  to  stress 
as  this  debate  begins. 

[Chairman  LaFalce's  statement  may  be  found  in  the  appendix.] 

Before  I  call  upon  the  witnesses,  I  am  going  to  ask  our  distin- 
guished Ranking  Minority  Member,  Mrs.  Jan  Meyers,  to  make  any 
opening  comments  she  would  wish  to  make. 

Mrs.  MEYERS.  Thank  you,  Mr.  Chairman,  for  bringing  together  so 
many  representatives  from  the  small  business  community  this 
morning  to  talk  about  a  topic  of  great  importance  to  all  of  us — 
health  care  reform.  The  committee  was  honored  to  have  the  oppor- 
tunity to  meet  with  Hillary  Rodham  Clinton  last  week  to  discuss 
the  activities  of  the  President's  health  care  task  force  and  the  gen- 
eral parameters  of  the  plan  that  they  are  developing,  and  I  think 
this  was  the  first  congressional  committee  that  she  met  with. 

I  would  like  to  thank  the  Chairman  for  his  efforts  in  convening 
that  meeting,  and  I  believe  all  those  in  attendance  felt  that  it  was 
very  informative.  Obviously  there  are  varying  views  as  to  how 
changes  in  our  Nation's  health  care  system  should  be  implemented. 

However,  our  primary  concern  in  this  committee  is  how  any 
changes  in  our  current  health  care  system  will  impact  small  busi- 
ness. We  would  all  like  to  see  every  American  have  access  to  health 
care  and  bring  the  cost  of  that  care  under  control. 

The  question  is  how  best  to  do  that  without  threatening  the  live- 
lihood of  small  business  and  causing  significant  job  loss.  I  have  a 
real  concern  about  the  mandate  on  small  business  which  appears 
to  be  part  of  the  President's  plan.  I  think  a  number  of  the  provi- 
sions in  the  President's  plan  and  such  as  I  know  it  I  think  we  still 
don't  have  anything  certain  before  us,  but  such  as  we  know  it,  a 
number  of  the  provisions  in  that  plan  are  very  similar  to  provisions 
in  the  Republican  plan  that  is  being  put  forward. 

However,  Republicans  generally  have  been  very  concerned  about 
mandates  on  small  business,  and  we  are  also  very  concerned  about 
choice,  the  aspect  of  choice  on  the  part  of  individuals  and  how  the 
managed  competition  aspect  of  that  plan  will  affect  that  choice  that 
small  businesses  and  individuals  will  have.  I  look  to  hearing  from 
this  very  knowledgeable  panel  of  small  business  representatives  on 
this  issue  and  to  continuing  this  discussion  on  this  topic  for  prob- 
ably many  weeks  and  months  to  come. 

Thank  you. 

Mr.  Chairman,  I  have  a  statement  by  Mr.  Portman  and  Mr. 
Ramstad,  to  submit  for  the  record. 

Chairman  LaFalce.  Thank  you.  Without  objection  we  will  put 
those  in  the  record. 

Mr.  Machtley.  Excuse  me,  Mr.  Chairman,  may  I  also  submit  a 
statement? 

Chairman  LaFalce.  Absolutely. 

[Mr.  Ramstad's  statement  may  be  found  in  the  appendix.] 

[Mr.  Portman's  statement  may  be  found  in  the  appendix.] 

[Mr.  Machtley's  statement  may  be  found  in  the  appendix.] 


Chairman  LaFalce.  I  am  anxious  to  hear  from  the  witnesses, 
but  I  do  know  that  some  Members  may  have  some  opening  state- 
ments they  wish  to  make,  and  so  I  will  recognize  those  who  wish 
to  make  opening  statements,  but  I  would  ask  them  to  try  to  confine 
their  remarks  to  maybe  a  minute  or  2  because  so  many  are 
present. 

Would  you  indicate,  please,  by  raising  your  hand  if  you  would 
like  to  make  a  statement? 

OK  Mr.  Wyden. 

Mr.  Wyden.  Thank  you,  Mr.  Chairman.  I  will  be  very  brief  and 
I  commend  you  for  all  your  leadership. 

It  seems  to  me  that  with  health  costs  being  a  wrecking  ball  clob- 
bering the  small  business  sector,  a  national  health  reform  proposal 
that  doesn't  work  for  small  business  is  simply  not  going  to  be  a 
workable  proposal,  and  I  think  it  is  very  helpful  that  you  are  hav- 
ing this  hearing. 

I  had  a  chance  with  my  staff  to  work  very  closely  with  Mrs.  Clin- 
ton's task  force.  I  think  there  are  a  number  of  things  that  are  pret- 
ty good  bets  in  terms  of  the  Clinton  proposal  and  small  business. 

First,  I  think  there  is  a  very  high  likelihood  that  small  busi- 
nesses are  going  to  be  represented  on  the  purchasing  alliance.  That 
is  absolutely  critical  because  that  is  going  to  be  the  forum  for  en- 
suring that  there  is  ongoing  input  from  the  small  business  commu- 
nity. 

Second,  it  seems  to  me  that  it  is  absolutely  critical  that  small 
businesses  have  the  same  freedom  to  choose  physicians  and  provid- 
ers as  do  the  employees  of  large  employers.  I  know  the  administra- 
tion is  looking  at  a  number  of  options,  particularly  an  appealing 
version  of  the  health  maintenance  organization  known  as  the 
"point  of  service  HMO"  that  allows  people  to  have  freedom  of  choice 
and  the  benefits  of  cost  containment,  and  I  intend  to  explore  that 
with  our  witnesses  today. 

Finally,  Mr.  Chairman,  the  last  point  that  I  mentioned  is  this 
matter  of  the  mandate  that  our  colleague,  Congresswoman  Meyers, 
points  out  as  being  so  important  for  small  business.  I  think  my  con- 
cern is  that  in  the  past  the  Government  has  been  anxious  to  man- 
date various  things  without  doing  the  main  thing  that  keeps  small 
business  from  getting  coverage,  and  that  is  cost  containment. 

What  I  am  very  hopeful  of  is  as  we  look  to  health  reform  and 
asking  every  group  in  our  society  to  make  changes,  trial  lawyers 
and  changes  in  malpractice,  insurance  companies  and  some  of  the 
changes  that  the  Chairman  mentioned,  we  can  also  look  at  a  way 
to  making  sure  that  employers  as  we  ask  them  to  pay  a  fair  meas- 
ure of  health  care  also  get  real  cost  containment  which,  in  my  view, 
has  been  the  principal  concern  surrounding  this  mandate  issue 
with  the  idea  being  that  if  you  don't  have  cost  containment  you  just 
have  another  mandate  and  no  tools  to  really  deal  with  it. 

Mr.  Chairman,  I  look  forward  to  working  with  you.  As  I  say,  this 
to  me  is  one  of  the  linchpins  of  a  strong  health  reform  proposal, 
and  appreciate  your  leadership. 

Chairman  LaFalce.  Thank  you  very  much. 

Mr.  Zeliff. 

Mr.  Zeliff.  Mr.  Chairman,  just  30  seconds. 


Health  care  is  near  and  dear  to  my  heart  being  a  small  business- 
man from  New  Hampshire.  We  have  had  75  folks  up  there  that 
worked  on  a  task  force,  some  16  months,  and  mandated  benefits 
was  not  part  of  our  goals,  and  frankly  I  think  that  the  engine  that 
drives  this  economy  and  this  country  today  is  small  business.  We 
have  got  to  get  away  from  the  constant  mandating  and  putting 
roadblocks  out  that  will  hold  us  back  from  being  able  to  accomplish 
that  goal. 

I  was  privileged  to  sit  in  as  many  of  my  colleagues  here  with 
Mrs.  Clinton  last  week  and  again  I  am  very  concerned  about  some 
of  the  direction.  There  was  some  really  good  ideas  and  some  areas 
that  were  not  so  good,  so  look  forward  to  the  testimony  from  the 
experts  that  really  know  the  effect  here  of  what  will  happen  as  we 
implement  some  of  these  ideas  and  I  think  complement  you  on  your 
leadership. 

Chairman  LaFalce.  Thank  you  very  much. 

Do  we  have  other  Members  on  this  side? 

Mr.  Conyers? 

Mr.  Conyers.  Thank  you,  Mr.  Chairman.  Thank  you  very  much. 

As  you  know,  we  have  a  great  deal  of  agreement  between  our- 
selves about  this  issue  and  I  commend  the  panel  that  you  have 
brought  together  today.  I  am  going  to  ask  them  to  identify  whether 
they  have  any  minority  members  that  are  businessmen  in  their  or- 
ganizations and  whether  they  have  concerns  that  are  different  or 
more  problematical  than  your  membership.  I  am  getting  to  learn 
about  your  organizations. 

We  who  are  trying  to  rebuild  the  cities  in  America  realize  that 
small  business  is  going  to  play  a  critical  role  in  the  economic  infra- 
structure, and  I  also  have  Chairman  LaFalce,  a  study  that  we  did 
on  employer-based  health  insurance  that  I  requested  that  the  Gen- 
eral Accounting  Office  has  released  this  study  fairly  recently,  and 
we  would  like  to  make  it  available  to  the  members  and  to  the  wit- 
nesses alike,  and  I  would  appreciate  that  and  yield  back  the  bal- 
ance of  my  time. 

Chairman  LaFalce.  I  thank  Chairman  Conyers  for  his  com- 
ments. 

Chairman  Conyers  and  I  have  been  working  in  the  vineyards  to- 
gether on  this  issue  for  a  number  of  years  now,  and  he  and  I  see 
the  world  through  the  same  lenses  when  it  comes  to  health  care 
and  we  have  cosponsored  the  same  bill,  taken  the  same  approach, 
and  I  am  well  aware  of  the  studies  of  the  CBO,  GAO,  et  cetera, 
which  just  happen  to  indicate  that  the  approach  we  favor  would  be 
the  most  cost-saving  approach  that  could  be  taken,  and  therefore 
from  that  perspective  in  our  judgment  the  best  approach  for  the 
business  community. 

[Mr.  Conyers'  statement  may  be  found  in  the  appendix.] 

Mr.  Huffington. 

Mr.  Huffington.  First  of  all,  I  would  like  to  find  a  way  for  all 
businesses  to  be  able  to  have  health  insurance,  but  it  is  a  question 
of  how  we  get  to  it.  I  believe  that  pooling  of  small  businesses  so 
they  can  buy  insurance  at  the  same  rates  as  large  businesses  is  a 
good  idea.  I  read  an  article  recently  by  George  McGovern  that  was 
written  in  the  Wall  Street  Journal  several  years  ago,  and  the 
former  Senator  said  if  I  had  only  had  the  experience  I  am  now  hav- 


ing  in  running  a  small  business  before  I  went  to  Congress,  I  would 
have  done  a  heck  of  a  better  job. 

Well,  I  have  had  that  experience  for  20  years  I  have  been  in  busi- 
ness, and  the  one  thing  I  know  is  that  small  businesses  cannot  af- 
ford both  a  30  percent  increase  in  their  taxes  which  is  being  pro- 
posed right  now,  an  increased  tax  rate  if  you  are  unincorporated 
from  31  to  40  percent,  and  a  mandate  for  health  insurance  or  it 
will  put  out  of  business  a  lot  of  these  small  businesses. 

The  only  growth  engine  in  America  today  is  the  small  business 
community.  Large  businesses  are  laying  off  people  by  the  hundreds 
of  thousands,  and  if  we  kick  small  businesses  in  the  teeth  when  we 
are  thinking  we  are  helping  them  and  helping  people,  we  are  mak- 
ing a  grave  error  of  judgment,  and  so  I  would  say  we  have  to  tread 
cautiously  to  make  sure  that  these  small  businesses  that  are  mom 
and  pop  operations,  many  of  them,  one,  two,  three,  or  five  employ- 
ees that  are  adding  employees  across  the  country  are  not  put  out 
of  business  by  too  many  Government  mandates. 

Thank  you. 

Chairman  LaFalce.  Mr.  Bilbray? 

Mr.  Bilbray.  Thank  you,  Mr.  Chairman. 

First,  I  would  like  to  apologize  for  the  panel.  I  am  a  member  of 
the  Intelligence  Committee  and  we  have  our  bill  on  the  floor,  I  am 
going  to  have  to  leave  in  a  few  minutes.  It  is  not  from  lack  of  inter- 
est of  what  you  have  to  say,  because  I  will  digest  your  testimony, 
but  because  of  my  other  commitments. 

In  my  district  it  is  interesting,  and  many  of  your  organizations 
that  you  represent  and  belong  to  have  members  in  my  district.  The 
biggest  complaint  I  have  is  not  mandated  health  insurance,  it  is  a 
level  playing  field.  Many  of  them  state  the  fact  that  what  they  have 
a  problem  with  is  the  fact  that  they  are  offering  health  insurance 
in  their  businesses,  the  competitor  down  the  street  is  not,  and  is 
therefore  charging  lower  fees  or  costs  for  his  goods  and  they  think 
that  it  is  only  fair  and  right  to  provide  health  insurance  and  they 
think  that  the  only  choice  they  are  going  to  have  is  either  to  drop 
insurance  on  their  people  to  lower  their  prices  to  compete  or  the 
other  guy  is  going  to  have  to  play  on  a  level  playing  field. 

The  other  complaint,  and  I  hope  you  are  all  part  of  the  solution 
and  work,  within  the  system  to  get  something  done  and  just  not 
anti,  is  the  cost,  that  every  time  they  turn  around  they  are  getting 
their  health  insurance  raised  25,  30  percent.  God  forbid  if  they  get 
somebody  within  their  company  that  has  AIDS  or  a  very  serious  ill- 
ness, they  virtually  go  off  the  scales  and  have  to  drop  insurance  or 
fire  that  employee  or  exclude  that  particular  type  of  illness. 

What  we  are  trying  to  do  here  is  make  a  level  playing  field  for 
small  business.  We  are  all  on  this  committee  because  we  believe  in 
small  business  and  we  believe  it  is  the  mainstay  of  our  country,  but 
at  the  same  time,  having  been  in  the  State  legislature  and  been  in- 
volved with  county  and  local  Government  before  I  came  here,  I  can 
tell  you  that  we  all  pay  for  health  insurance  for  those  people  who 
aren't  insured  because  when  I  left  the  State  legislature,  my  county 
alone  was  spending  $20  million  a  year  alone  for  indigent  health 
care  and  I  guarantee  you  in  the  last  8  years  it  has  probably  tripled 
since  then. 


Hopefully,  all  of  you  will  come  with  the  attitude  that  you  are 
going  to  be  part  of  the  solution  and  work  with  this  committee  to 
find  it  and  work  with  the  committee  to  find  an  equitable  solution. 

I  apologize  for  having  to  leave  early. 

Chairman  LaFalce.  Are  there  any  other  very  brief  remarks  that 
other  members  wish  to  make? 

Mr.  Manzullo? 

Mr.  Manzullo.  Thank  you,  Mr.  Chairman. 

I  commend  you  for  having  these  hearings.  My  only  concern  is 
that  based  upon  the  way  the  health  are  reform  has  been  con- 
structed, this  panel  was  not  here  3  or  4  months  ago  to  give  your 
input  before  the  plan  was  devised.  Now  we  have  a  plan  that  none 
of  us  know  about,  and  we  have  to  work  backwards  on  the  details 
and  come  out  attacking  it  as  opposed  to  being  part  of  the  plan  in 
the  first  place. 

My  parents  are  in  the  grocery  store  business.  My  family  still  has 
a  restaurant  business,  and  we  are  very  much  concerned  over  what 
you  are  going  to  say,  and  I  trust  that  your  testimony  today  will  be 
implemented  in  any  plan  that  may  be  proposed. 

Chairman  LaFalce.  Mr.  Thompson. 

Mr.  Thompson.  Thank  you,  Mr.  Chairman. 

Taking  off  from  Mr.  Conyers  comment  earlier,  some  of  us  are  not 
only  concerned  with  the  membership  of  the  organization,  but  we 
also  are  concerned  with  the  policymaking  apparatus  of  the  organi- 
zation as  it  relates  to  the  composition  of  minorities  that  are  on  the 
board  of  directors,  and  I  would  trust  that  the  organizations  who  are 
presenting  positions  here  today  in  effect  reflect  this  country  as  a 
whole  and  not  a  particular  interest. 

Thank  you. 

Chairman  LaFalce.  Thank  you  very  much,  Mr.  Thompson. 

Mr.  Machtley. 

Mr.  Machtley.  Thank  you  very  much,  Mr.  Chairman. 

I,  too,  congratulate  you  for  starting  these  hearings  on  health  is- 
sues as  it  relates  to  small  business.  The  concern  that  I  have  as  we 
are  getting  some  of  the  details  of  this  proposal  is  that  it  will  be 
about  an  80  percent  mandate  to  small  businesses  to  provide  health 
insurance  for  their  employees,  20  percent  being  from  the  employ- 
ees, 80  percent  from  the  small  businesses. 

If  you  take  an  average  health  plan  today  which  costs  $5,000,  that 
could  be  a  lot  of  money.  Assuming  we  could  get  it  down,  let's  say 
by  40  percent  to  $3,000,  that  still  means  that  the  average  business 
person  is  going  to  have  to  pay  about  $2,400  for  each  employee. 

Is  that  a  workable  number  for  small  business?  That  is  what  we 
are  dealing  with,  the  real  dollars,  and  if  it  is  not,  what  is  a  work- 
able number?  How  do  you  make  the  costs  of  health  insurance  man- 
ageable? 

We  need  to  know  how  many  businesses  would  lose  employees 
and  how  this  will  impact  in  the  real  world,  so  I  would  appreciate 
and  hope  that  we  could  deal  with  the  specific  facts  as  opposed  to 
just  policy  issues. 

Chairman  LaFalce.  Ms.  Roybal-Allard. 

Ms.  Roybal-Allard.  Thank  you,  Mr.  Chairman. 

Unfortunately,  I  am  going  to  have  to  leave  for  another  meeting, 
so  in  the  interest  of  time  I'm  hoping  to  listen  to  some  of  the  testi- 
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mony,  and  I  would  just  like  unanimous  consent  to  submit  my  state- 
ment for  the  record. 

Chairman  LaFalce.  Without  objection,  so  ordered. 

[Ms.  Roybal-Allard's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Apparently,  there  are  no  other  opening  com- 
ments. 

I  thank  all  the  members  for  their  fine  statements. 

Now  I  look  forward  very  much  to  hearing  from  the  witnesses.  We 
couldn't  ask  every  single  business  trade  association  to  come  to  the 
table,  but  we  tried  to  get  representative  trade  associations.  There 
are  others,  too,  that  are  representative,  but  we  tried  to  limit  it  to 
six,  and  we  thought  that  we  could  get  a  good  diversity  of  opinion 
from  this  six.  I  am  pleased  to  have  you  here. 

I  will  call  you  as  you  are  seated  at  the  table.  That  means  that 
our  first  witness  is  going  to  be  Mr.  Gary  Frank  Petty.  Mr.  Petty 
is  the  treasurer  of  the  Small  Business  Legislative  Council,  and  also 
President  and  CEO  of  the  National  Moving  and  Storage  Associa- 
tion. Mr.  Petty. 

Also,  we  will  put  the  entirety  of  your  statements  in  the  record 
as  if  it  has  been  read,  and  I  would  ask  each  of  you  to  try  to  sum- 
marize your  remarks  in  no  more  than  10  minutes  because  with  six, 
witnesses  that  is  a  good  hour  of  testimony  right  there  uninter- 
rupted by  anything  else;  OK? 

TESTIMONY  OF  GARY  FRANK  PETTY,  TREASURER,  SMALL 
BUSINESS  LEGISLATIVE  COUNCIL,  AND  PRESIDENT/CEO,  NA- 
TIONAL MOVING  AND  STORAGE  ASSOCIATION 

Mr.  Petty.  Thank  you,  Mr.  Chairman,  and  members  of  the 
panel,  ladies  and  gentlemen. 

As  you  heard,  I  speak  to  you  this  morning  on  behalf  of  the  Small 
Business  Legislative  Council,  a  coalition  of  approximately  100  na- 
tional trade  associations  representing  a  cross-section  of  small  busi- 
ness interests.  I  also  come  to  you,  speak  to  you  on  behalf  of  the  Na- 
tional Moving  and  Storage  Association  that  represents  several  hun- 
dred moving  and  storage  companies  throughout  the  United  States 
and  around  the  world.  The  Small  Business  Legislative  Council,  like 
other  small  business  interests  have  traditionally 

Chairman  LaFalce.  Could  you  just  tick  off  some  of  the  100  trade 
and  professional  associations  that  belong  to  SBLC? 

Mr.  Petty.  Yes,  sir,  the  Air  Conditioning  Contractors  of  America, 
American  Bus  Association,  American  Floor  Covering  Association, 
Architectural  Precast  Association,  National  Electrical  Contractors 
Association,  National  Coffee  Service,  even  the  National  Chimney 
Sweep  Guild,  a  very  diverse  group  as  well  as  the  American  Truck- 
ing Association. 

Chairman  LaFalce.  All  right.  I  just  wanted  to  get  a  flavor.  Go 
ahead. 

Mr.  Petty.  Obviously,  you  are  going  to  hear  testimony  this 
morning  strongly  opposed  to  mandates  on  small  business.  Our  coa- 
lition, permanent  coalition,  SBLC,  has  consistently  over  the  years 
opposed  mandated  benefits  on  our  companies,  and  a  few  years  ago 
when  we,  as  we  do  each  year,  evaluated  our  position  on  some  of 
these  major  issues,  including  health  care  reform,  we  decided  to 
take  a  closer  look  at  some  of  our  member  companies  and  really 


kind  of  get  a  feel  for  what  the  small  business  environment  and  atti- 
tude is  like  from  the  vantage  point  of  real  businesses. 

The  SBLC  conducted  a  focus  group  study  sponsored  by  the  State 
of  Illinois  about  2  years  ago  in  which  we  went  around  the  State 
and  talked  to  small  businesses  of  different  sizes,  and  we  asked  the 
question  do  you  feel  that  health  insurance  is  a  fundamental  right, 
and  do  you  as  an  employer  feel  that  you  have  an  obligation  to  help 
provide  that  insurance. 

Somewhat  to  our  surprise,  we  heard  responses  largely  in  the  af- 
firmative, and  from  that  vantage  point  we  came  back  and  reevalu- 
ated our  hard-line  position  against  mandates,  and  I  would  like  to 
give  a  couple  of  examples,  at  least  one  clear  example  from  a  com- 
pany that  is  in  our  organization  of  why  mandates  might  work. 

Obviously,  when  you  say  you  are  for  something  you  immediately 
have  to  qualify  why  you  might  be  against  it,  but  let  me  get  to  the 
point.  The  mandates  as  we  think  they  are  going  to  be  proposed  by 
the  administration  obviously  would  have  to  control  cost,  that  would 
have  to  be  the  primary  consideration. 

We  have  companies  grossing  $8  million  of  revenue  who  are 
spending  $450,000  to  $475,000  a  year  on  workmen's  compensation 
costs  and  not  experiencing  significant  claims,  notwithstanding  the 
payment  of  that  high  cost.  Some  of  those  companies  of  that  size  ob- 
viously have  to  pay  for  health  care  insurance  on  top  of  that,  but 
many  of  the  smaller  companies  who  have  that  kind  of  workmen's 
comp  burden  cannot  afford  to  pay  the  health  care  premiums  for 
their  workers. 

The  mandated  responsibility  in  our  judgment  would  have  to  be 
shared  responsibility.  What  that  magic  percentage  is  we  don't 
know,  but  it  might — what  might  work,  for  example,  is  that  if  on  a 
basic  minimum  health  care  program  the  employer  paid  50  percent 
and  the  employee  paid  50  percent  and  into  that  program  the  health 
part  of  workmen's  compensation  was  covered,  perhaps  that  would 
be  a  workable  compromise. 

I  can  give  you  an  example  of  a  company  in  Des  Moines,  Iowa, 
that  is  faced  with  the  dilemma  of  cost  that  they  simply  cannot  con- 
trol, and  because  of  the  economies  of  the  workmen's  compensation 
in  this  State,  the  drivers  working  for  this  company  are  not  covered 
by  health  insurance.  Let  me  give  you  the  numbers. 

This  is  a  small  moving  and  storage  company  in  Des  Moines, 
Iowa,  that  employs  six  local  drivers.  They  make  annual  salaries  of 
between  $20,000  and  $25,000.  The  company  does  not  have  health 
insurance  primarily  because  of  the  high  cost  of  workmen's  comp. 

At  the  State  rate  of  $20  per  hundred  dollars  of  payroll,  a  driver 
earning  $25,000  would  cost  the  company  $5,000  a  year  in  work- 
men's compensation  premiums. 

The  same  driver  30  years  old  and  single  would  cost  the  company 
$190  per  month  or  $2,280  per  year  for  health  insurance  if  offered 
by  the  company. 

Chairman  LaFalce.  Mr.  Petty  is  on  the  second  half  of  page  5  for 
the  Members. 

Mr.  Petty.  This  is  a  critical  point,  if  the  company  paid  both 
worker's  compensation  insurance  and  health  insurance,  the  total 
cost  would  be  30  percent  of  the  driver's  salary.  For  the  six  drivers 
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on  payroll  on  an  annual  basis,  the  company  pays  $27,000  in  work- 
men's comp  or  more  than  the  annual  salary  of  any  single  driver. 

Assuming  that  $250  a  month  in  health  care  insurance  per  driver, 
the  company's  annual  cost  would  be  $18,000.  If  the  company  pro- 
vided both  health  care  and  workmen's  compensation  costs,  the  an- 
nual cost  would  be  equal  to  the  average  annual  salary  of  two  driv- 
ers, i.e.  $27,000,  plus  $18,000  or  $45,000.  This  company  is  in  a 
State  where,  frankly,  workmen's  compensation  experience  is  not 
particularly  high,  even  though  the  rate  is  high,  and  I  cite  that  as 
an  example  of  here  is  a  company  that  if  mandated  to  provide 
health  insurance  at  the  50  percent  level,  with  a  significant  portion 
of  that  workmen's  compensation  cost  reduced  or  layered  into  this 
could  afford  both.  Under  the  present  condition  that  is  not  possible. 

So  our  position  would  be  qualified  conditional  support  for  some 
type  of  mandate  that  cut  the  costs  significantly.  I  will  tell  you  an- 
other problem  in  our  particular  industry,  moving  and  storage. 

Some  12,000  moving  companies  hold  themselves  out  as  legiti- 
mate businesses  in  America's  Yellow  Pages,  and  yet  probably  25 
percent  of  them  or  more  are  not  even  legitimate  businesses,  they 
are  not  even  on  the  map  legally.  They  hire  people  off  the  street. 
They  have  no  warehouses.  They  have  no  trucks.  They  have  no  of- 
fices. They  have  a  telephone. 

The  people  who  work  on  a  day  basis,  hourly  basis,  have  no  insur- 
ance, no  workmen's  compensation  that  is  covered,  and  the  Govern- 
ment does  not  crack  down  on  these  companies  enough  to  force 
enough  of  them  out  of  the  business.  They  represent  this  level  play- 
ing field  that  the  Congressmen  mentioned,  the  uneven  playing 
field.  Legitimate  businesses  that  are  trapped,  so  to  speak,  in  their 
legitimacy  pay  the  high  cost  of  workmen's  comp,  pay  health  insur- 
ance. If  they  are  union  companies,  the  cost  of  their  total  workers 
are  generally  higher,  and  our  question  is  with  so  many  part-time 
and  casual  people  working  in  an  industry  like  moving  and  storage, 
how  would  you  handle  the  people  who  are  not  even  on  the  legal 
map? 

They  represent  probably  millions  of  workers  not  only  in  our  in- 
dustry but  others:  We  do  not  support  payroll  taxes.  Maybe  we 
should  put  a  $5  per  pack  of  cigarette  charge,  maybe  two  cents  for 
white  wine,  some  costs  like  that  that  would  be,  as  it  is  called,  a 
sin  tax. 

Chairman  LaFalce.  How  about  red  wine? 

Mr.  Petty.  Or  red  wine,  either  one. 

In  summary,  the  cost,  the  people  out  in  the  industries  that  we 
represent  have  nowhere  to  go.  Cutting  their  own  cost  of  operations, 
having  risk  management  programs,  shopping  for  new  insurance 
every  year,  engaging  in  group  purchase  programs  through  the 
State,  all  of  those  have  helped  a  little  bit,  but  their  backs  are 
against  the  wall.  There  is  nowhere  else  to  go.  They  sit  there  in 
their  business. 

The  claims  are  kept  as  low  as  possible,  their  workers  are  trained 
and  educated  to  help  reduce  the  costs  of  working  and  the  price  of 
the  workmen's  comp  premiums  continue  to  rise,  the  health  care 
policies  continue  to  rise,  and  the  result  is  only  going  to  be  financial 
disaster  for  many  companies  right  now  if  things  do  not  change. 

[Mr.  Petty's  statement  may  be  found  in  the  appendix.l 
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Chairman  LaFalce.  Thank  you  very  much,  Mr.  Petty. 

Our  next  witness  is  going  to  be  Mr.  Ronald  Bullock,  the  presi- 
dent of  Bison  Gear  and  Engineering  Corporation,  testifying  this 
morning  on  behalf  of  the  National  Association  of  Manufacturers. 
Mr.  Bullock,  we  are  delighted  to  have  you  with  us. 

TESTIMONY  OF  RONALD  BULLOCK,  PRESIDENT,  BISON  GEAR 
AND  ENGINEERING  CORPORATION,  AND  MEMBER,  NA- 
TIONAL ASSOCIATION  OF  MANUFACTURERS  ACCOMPAMED 
BY  SHARON  CANNER,  ASSISTANT  VICE  PRESIDENT  FOR  IN- 
DUSTRIAL RELATIONS,  NAM 

Mr.  Bullock.  Thank  you  for  inviting  us,  Mr.  Chairman. 

Bison  makes  gear  motors  for  ice  machines,  restaurant  equip- 
ment, exercise  equipment,  electric  wheelchairs  and  many  other  ap- 
plications. 

We  provide  health  coverage  for  our  150  employees  and  their  fam- 
ilies through  a  PPO  arrangement  which  includes  employee  cost 
snaring.  Our  health  plan  is  self-insured. 

Over  the  past  2  years,  our  health  costs  consumed  8  to  9  percent 
of  payroll.  Bison  Gear's  health  plan  is  collectively  bargained. 

Accompanying  me  is  Sharon  Canner,  NAM's  assistant  vice  presi- 
dent for  Industrial  Relations. 

I  am  pleased  to  appear  here  today  on  behalf  of  NAM's  12,000 
member  companies. 

Chairman  LaFalce.  Which  one  is  Sharon?  If  you  could  raise 
your  hand. 

Mr.  Bullock.  8,500  of  our  members  have  fewer  than  500  em- 
ployees, and  66  percent  of  those  small  companies  have  under  100 
employees. 

Thank  you  for  convening  this  hearing  today  and  inviting  us  to 
address  the  problems  of  health  costs  and  the  impact  they  have  on 
employers,  on  jobs,  and  on  the  persons  who  lack  access  to  afford- 
able health  coverage. 

Nearly  half  of  the  companies  responding  to  a  1992  NAM  survey 
were  self-insured.  Of  companies  with  50  or  fewer  employees,  11 
percent  are  self-insured  compared  to  45  percent  of  those  with  51 
to  1,000.  Nearly  all  or  97.4  percent  of  our  survey  respondents  offer 
health  care  coverage  to  their  employees  and  their  dependents. 

Smaller  companies  were  only  less  likely  to  offer  coverage,  93  per- 
cent, than  larger  companies  at  98  percent.  We  are  extremely  proud 
of  the  outstanding  record  that  manufacturers  have  of  providing 
health  care  benefits  to  their  employees.  Cost  increases  were  15  per- 
cent in  1991  for  all  companies.  In  1991  the  average  increase  for 
smaller  companies  was  16  percent,  compared  with  14.6  percent  for 
the  larger  companies. 

Chairman  LaFalce.  What  was  the  rate  of  inflation  in  those 
years? 

Mr.  Bullock.  I  would  probably — estimate  in  the  4  percent  range. 

Chairman  LaFalce.  Almost  four  times  the  rate  of  inflation? 

Mr.  Bullock.  Exactly. 

Cost  shifting  is  a  major  contributor  to  manufacturers  increased 
costs. 

Of  the  1991  employer  bill  for  health  care,  28  percent  or  $11.5  bil- 
lion was  due  to  cost  shifting.  Underpayment  to  doctors  and  hos- 


12 

pitals  by  Medicare  and  Medicaid  contribute  heavily  to  cost  shifting, 
as  well  as  to  manufacturers'  costs  to  providing  health  coverage  for 
workers'  dependents  employed  by  nonproviding  employers.  Com- 
prehensive reform  is  essential  to  address  the  Droad  system-wide 
problem  of  cost  shifting. 

With  $63  billion  in  additional  underpayments  to  Medicare  and 
Medicaid  slated  over  the  next  5  years  in  the  current  compromise 
plan,  small  manufacturers  are  very  concerned  about  additional  cost 
shifting.  Health  plan  premium  costs  are  rising  at  a  rate  that  is 
more  than  three  times  the  rate  of  general  inflation  and  nearly  five 
times  the  rate  of  inflation  in  wages  and  salaries  for  the  typical 
manufacturer. 

In  1991,  health  care  costs  represented  an  amount  equal  to  31.3 
percent  of  corporate  net  profits,  with  little  variation  between  small- 
er and  larger  employers.  As  a  percentage  of  payroll  in  1991,  health 
plan  costs  represented  an  amount  equal  to  9.1  percent,  which  is  the 
same  for  large  and  small  employers  alike.  This  figure  does  not  in- 
clude represented  health  plan  costs  for  retirees. 

Should  health  care  reform  make  coverage  more  available  and  af- 
fordable, more  small  companies  not  currently  offering  benefits  are 
likely  to  do  so.  But,  let  me  reiterate  that  93  percent  of  small  manu- 
facturers currently  do  provide  health  benefits.  Providing  a  purchas- 
ing framework  such  as  proposed  in  purchasing  alliances  under 
managed  competition  would  help  alleviate  much  of  the  administra- 
tive burden  that  now  discourages  some  small  firms  from  offering 
coverage.  NAM  supports  the  concept  of  purchasing  groups  to  assist 
small  business,  providing  they  are  private,  nonprofit  entities  with- 
out regulatory  powers.  With  regard  to  the  committee's  other  ques- 
tions, it  is  difficult  to  respond  absent  information  on  the  rest  of  the 
proposal. 

Overall,  we  believe  that  health  care  reform,  if  enacted,  must  be 
fair  to  all  businesses.  Keep  in  mind  that  in  some  instances  small 
businesses  not  currently  providing  benefits  may  compete  with  other 
small  businesses  which  do  provide  coverage.  Long  phase-in  would 
disadvantage  the  providing  firms  in  favor  of  the  nonproviding 
firms. 

Determining  how  to  finance  the  system  would  depend  on  the 
range  of  other  elements  in  the  plan. 

For  example,  if  the  small  business  contribution  is  capped,  what 
other  financing,  and  at  what  rate,  would  be  available  to  subsidize 
that  cost?  What  of  small  businesses  now  providing  coverage?  Would 
there  be  a  maintenance  of  effort  for  these  companies  and  if  so 
would  they  be  placed  at  a  competitive  disadvantage  versus  those 
being  subsidized? 

Cost  sharing  for  the  employee,  as  we  have  found  at  Bison,  is  crit- 
ical. Some  companies  have  abandoned  the  traditional  80-20  split, 
depending  on  other  elements  of  the  plan  design  including  incen- 
tives for  healthy  life-styles,  a  willingness  to  accept  the  preapproved 
network  of  providers  in  exchange  for  less  cost  sharing  and  other 
special  plan  features.  Allowing  flexibility  in  plan  design  is  impor- 
tant to  encourage  judicious  use  of  services  and  quality  outcomes. 

On  workers'  compensation,  we  will  review  any  health  care  reform 
proposal  that  includes  workers'  compensation  against  a  set  of 
guidelines  which  has  been  submitted  to  the  Small  Business  Com- 
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mittee.  Any  proposal  that  includes  any  portion  of  workers'  com- 
pensation must  ensure  that  the  quality  of  care  for  occupational  in- 
juries and  illnesses  is  maintained  or  improved;  litigation  is  re- 
duced; overall  costs  are  reduced;  incentives  for  workplace  safety  are 
maintained — I  am  speaking  of  experience-rated  premiums — the 
ability  to  self-insure  is  maintained;  and  fraud  by  any  party  be  sub- 
ject to  civil  and  criminal  penalties.  Employers  should  be  permitted 
to  choose  the  provider  for  workers'  compensation  care  and  service. 

There  are  many  complicated  aspects  to  coupling  workers'  com- 
pensation with  health  care  reform  and  any  changes  must  not  result 
in  a  more  costly  and  less  efficient  workers'  compensation  system. 

To  control  health  costs,  we  must  create  long-run  incentives  for 
providers  and  consumers  to  make  the  necessary  behavioral 
changes. 

These  include  improving  the  delivery  system  and  rewarding  pro- 
viders to  deliver  quality  care  at  reasonable  costs,  encouraging  con- 
sumers to  make  better  use  of  their  benefits,  enacting  medical-liabil- 
ity tort  reform  to  reduce  defensive  medicine,  assuring  the  right  mix 
of  health  care  practitioners,  reducing  administrative  waste,  enact- 
ing insurance  reform  and  otherwise  comprehensively  reforming  our 
health  system. 

Small  businesses  are  a  diverse  group.  Most  family-owned  manu- 
facturing firms  have  a  long  history  of  providing  benefits  to  genera- 
tions of  workers,  while  startup  firms  may  not  have  the  resources 
to  be  in  the  benefits  business.  Thus,  some  flexibility  in  making 
choices  around  these  issues  is  essential. 

With  regard  to  the  issue  of  self-insurance  in  large  business,  the 
Employment  Retirement  Income  Security  Act,  ERISA,  has  assisted 
in  making  it  administratively  and  financially  feasible  for  millions 
of  American  workers  and  their  families  to  receive  employer-pro- 
vided health  benefit  coverage.  Self-insured  employers  have  been 
innovators  in  managing  their  health  costs,  insisting  on  quality 
when  buying  health  services  and  otherwise  taking  steps  to  stretch 
their  benefit  dollar. 

This  aggressive  management  would  not  take  place  under  a  sys- 
tem lacking  incentives  such  as  suggested  in  single  payer  proposals 
or  in  other  approaches  which  employers  contribute  to  financing 
only  but  have  no  role  in  managing  the  benefit  design  and  delivery. 
Self-insurance  for  small  employers  up  to  a  reasonable  size  bears 
careful  study. 

Some  companies  with  fewer  than  200  employees,  like  Bison,  have 
found  self-insurance  workable.  We  want  to  think  carefully  about 
the  tradeoffs  in  becoming  just  a  payer  rather  than  administrator 
and  a  payer. 

On  the  question  of  the  size  of  the  employer  required  to  partici- 
pate in  the  regional  alliances,  we  believe  a  minimum  of  5,000  is 
way  too  high. 

The  National  Association  of  Manufacturers  will  keep  an  open 
mind  in  reviewing  reform  proposals,  looking  at  the  proposals  in 
their  entirety  and  not  immediately  rejecting  them  because  we  may 
oppose  some  of  the  individual  provisions. 

For  example,  while  the  NAM  does  not  endorse  mandates  on  em- 
ployers, we  recognize  that  an  employer-based  system  of  health  ben- 
efits will  require  responsibilities  on  all  employers  to  contribute  to 
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the  system  so  as  not  to  unduly  burden  those  companies  now  provid- 
ing coverage.  As  the  debate  goes  forward,  we  urge  you  to  carefully 
evaluate  various  solutions,  particularly  health  care  financing  mech- 
anisms and  their  potential  impact  on  manufacturers. 

For  example,  these  mechanisms  could  well  affect  wages,  employ- 
ment, profits,  price  and  trade  flow  changes.  Ultimately,  we  must 
fashion  a  health  care  system  that  reduces  the  high  rate  of  cost  in- 
creases for  American  business  and  preserves  our  future  economic 
viability  and  capacity  to  support  other  national  priorities.  Thank 
you. 

[Mr.  Bullock's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Thank  you  very,  very  much,  Mr.  Bullock,  for 
your  constructive  testimony,  also. 

Our  next  witness  will  be  Mr.  John  J.  Motley  III,  vice  president 
of  Federal  Governmental  Relations  for  the  National  Federation  of 
Independent  Business. 

Mr.  Motley. 

TESTIMONY  OF  JOHN  J.  MOTLEY  HI,  VICE  PRESIDENT,  FED- 
ERAL GOVERNMENTAL  RELATIONS,  NATIONAL  FEDERATION 
OF  INDEPENDENT  BUSINESS 

Mr.  Motley.  Thank  you,  Mr.  Chairman. 

On  behalf  of  NFIB's  more  than  600,000  members  nationwide  I 
want  to  thank  you  for  the  opportunity  to  testify  here  today,  com- 
mend you  for  these  very  needed  hearings,  and  also  commend  you 
for  the  set  of  planned  hearings  that  you  have  once  the  President's 
proposal  comes  forward. 

I  would  certainly  urge  you,  if  you  could,  to  spread  the  net  as 
wide  as  possible,  to  possibly  take  them  on  the  road  and  to  talk  to 
as  many  small  business  people  in  as  many  parts  of  the  country  and 
as  many  different  businesses  as  possible  because  this  is  going  to  be 
a  major  issue  for  small  business. 

I  would  like  to  address  up  front  Congressman  Conyers'  question 
about  the  composition  of  the  organizations  and  whether  we  think 
that  there  is  any  difference  for  minority-owned  small  businesses. 
NFIB  doesn't  keep  statistical  information  on  the  number  of  minor- 
ity-owned small  businesses  in  the  organization,  but  as  I  travel 
around  the  country  certainly  they  are  very  visible  and  very  much 
a  part — my  guess  is  that  we  have  tens  of  thousands  of  minority- 
owned  small  business  members. 

I  am  not  aware  of  any  tremendous  difference  in  the  opinion  of 
the  minority  small  business  owner  and  other  small  business  own- 
ers on  the  issue  of  mandates  or  health  care.  I  do  see,  though,  from 
what  you  know  about  these  types  of  businesses  a  very  significant 
difference  in  how  these  plans  may  affect  the  employees  of  those 
businesses.  First  of  all,  minority-owned  businesses  tend  to  be 
smaller  than  the  small  business  community  as  a  whole.  They  tend 
to  be  located  in  areas  where  they  would  employ  what  we  would 
term  more  marginal  employees,  lower  paid  employees,  people  closer 
to  the  poverty  line,  and  I  believe  that  studies  would  indicate  that 
the  types  of  mandates  that  we  are  talking  about  combined  with  the 
type  of  cost  increases  are  going  to  have  their  greatest  impact  in  on 
people  within  150  percent  of  the  poverty  line. 
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In  effect,  most  of  the  employees  who  work  for  small  businesses 
who  do  not  have  health  insurance  are  within  150  percent  of  the 
poverty  line,  about  48  percent,  and  the  studies  done  by  CONSAD 
and  others  show  that  those  are  the  most  likely  employees  to  be  let 
go  if  any  are  to  be  let  go,  so  I  think  that  is  where  your  major  dif- 
ference is  going  to  be,  not  in  the  employer  community  itself  but 
very  possibly  in  the  people  who  work,  and  I  will  be  happy  to  pro- 
vide that  information  to  the  committee. 

In  fact,  I  was  going  to  submit  a  recent  study  done  by  CONSAD 
of  a  Pittsburgh  firm,  a  firm  that  has  done  work  for  HCFA  and  HHS 
in  the  past  in  modeling  on  smaller  businesses  and  businesses  and 
health  insurance  in  the  country,  and  they  have  a  State-by-State 
breakdown,  and  also  by  employee  size,  of  the  impact  of  five  major 
health  insurance  reform  plans  on  smaller  businesses. 

So  without  objection,  Mr.  Chairman,  I  would  submit  this  for  the 
record. 

Chairman  LaFalce.  So  ordered. 

[CONSAD  study  may  be  found  in  the  appendix.] 

Mr.  Motley.  Let  me  go  on  from  there  and  say  that  I  believe  that 
small  businesses  absolutely  have  an  enormous  stake  in  this  debate. 
Either  it  is  going  to  solve  our  number  one  problem,  a  problem 
which  has  been  number  one  for  almost  a  decade  now,  or  it  is  going 
to  create  greater  burdens  for  the  small  business  community.  I 
think  the  real  threat  there  is  that  we  stand  a  chance  of  hampering 
what  has  been  the  American  job-creating  machine  over  the  last 
decade-and-a-half  or  so.  The  proposed  mandate  is  going  to  have  im- 
mense consequences. 

I  don't  think  we  should  kid  ourselves  about  that.  Asking  employ- 
ers to  take  responsibility  for  80  percent  of  the  funding  of  a  new 
health  care  system  that  is  not  tested  is  not  something  that  we 
should  consider  lightly,  and  I  think  it  is  what  scares  them  to  death. 
We  don't  know  whether  this  is  going  to  work. 

The  analogy  that  I  have  used  when  I  have  spoken  across  the 
country  is  like  tying  the  employer  to  a  sled  at  the  top  of  a  snow- 
covered  mountain  and  pushing  him  over  the  side  and  say  we  hope 
you  end  up  up-right  on  the  bottom.  We  just  don't  know  how  this 
is  going  to  work,  and  we  are  going  to  have  to  see  an  awful  lot  of 
the  material  which  is  being  produced  by  the  administration,  the 
runs  and  everything,  to  make  those  kind  of  judgments. 

There  is  no  doubt  that  payroll  costs  are  going  to  rise,  not  just  for 
businesses  that  do  not  provide  health  insurance.  I  think  that  is  one 
of  the  things  that  we  gloss  over  lightly  in  this  debate,  but  you  have 
a  great  many,  particularly  smaller  businesses,  who  do  not  provide 
health  insurance  for  part-time  employees.  It  is  traditional  in  this 
country. 

You  have  a  great  many  small  businesses  who  don't  pay  anywhere 
near  the  co-pay  of  80  percent  which  is  being  suggested,  and  you 
have  a  great  many  smaller  businesses  that  do  not,  I  believe,  pro- 
vide the  scope  of  generosity  that  the  plan  that  is  going  to  be  pro- 
vided by  the  administration  has  suggested.  All  of  these  will  add 
cost. 

Now,  on  the  other  side,  the  plan  will  do  certain  things  which  will 
reduce  or  hopefully  contain  costs,  but  we  are  going  to  have  to  see 
how  they  balance  out.  From  a  small  business  owner's  perspective, 
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you  are  talking  about  three  or  four  possible  areas  where  costs  could 
increase  without  seeing  where  costs  are  going  to  be  contained. 

Our  members  back  in  1991  in  a  study  that  we  did  called  "Small 
Business  and  Health  Care,"  which  I  think  is  probably  a  document 
used  by  many  in  this  debate,  about  25  percent  of  them  said  that 
they  would  basically  close  their  doors  if  a  mandate  were  put  in  ef- 
fect to  be  a  certain  level.  The  CONSAD  study  that  I  referred  to  in- 
dicated that  somewhere  between  400,000  and  1.5  million  jobs 
would  be  lost  in  the  first  year. 

That  is  not  inconsistent  with  studies  done  by  EBRI,  by  the 
Urban  Institute,  by  the  Joint  Economic  Committee.  All  of  them  are 
somewhere  in  that  area. 

In  addition,  the  CONSAD  study  says  that  between  7.5  to  18  mil- 
lion jobs  would  be  at  risk.  Now  what  they  mean  there  is  that  com- 
pensation would  change  in  some  way.  Either  the  next  raise  would 
not  be  there  or  some  other  fringe  benefit  would  be  adjusted  to  pay 
for  health  care. 

I  think  something  that  this  committee  needs  to  be  concerned 
about  with  the  mandate  is  does  this  mean  fewer  new  jobs  in  the 
future? 

Does  this  mean  fewer  businesses  being  started,  because  30  per- 
cent of  the  jobs  in  this  country  come  from  new  businesses  starting 
every  year?  About  a  month  ago  the  Health  Care  Leadership  Coun- 
cil released  a  study  done  by  Lewin  VHI,  which  is  a  very  respected 
firm  in  this  area,  which  was  taking  a  look  at  what  they  thought 
the  President's  plan  was  going  to  be  at  that  time,  indicated  that 
on  an  average  they  thought  a  12.8  percent  payroll  tax  was  going 
to  be  needed,  and  in  some  parts  of  the  country,  particularly  in  the 
Northwest,  those  payroll  taxes  would  go  as  high  as  18  or  19  per- 
cent. 

I  am  sure  they  would  make  that  study  available  to  the  commit- 
tee. 

My  point  here  is  you  start  adding  13  to  15  percent  FICA,  and  we 
are  not  talking — we  have  got  workers'  compensation  and  unemploy- 
ment compensation,  Mr.  Chairman.  Are  we  raising  the  hurdle  for 
people  to  go  into  business  and  create  the  first  job  so  high  that 
maybe  we  are  going  to  dampen  this  tremendous  new  business 
startup  and  job  creation  activity  we  have  had  in  the  country? 

Let  me  just  spend  a  second  talking  about  the  role  of  small  busi- 
ness because  I  think  it  has  been  very  significant  in  this  debate.  I 
think  one  of  the  reasons  that  the  debate  is  as  far  along  as  it  is  now 
is  that  the  business  community,  and  particularly  the  small  busi- 
ness community,  have  been  actively  saying  we  need  help. 

I  have  been  running  around  the  country  for  the  last  2  or  3  years 
saying  the  status  quo  is  unacceptable,  but  there  are  people  who  be- 
lieve oecause  we  are  going  to  be  a  big  problem  in  this  debate  are 
trying  to  portray  us  as  enemies  of  reform  or  opponents  of  change, 
and  that  is  simply  not  true.  Nothing  could  be  farther  from  the 
truth. 

NFIB  has  been  involved  since  1987.  Our  foundation  has  done 
major  studies  which  are  being  used  by  the  administration  and  oth- 
ers in  the  debate.  We  helped  establish  the  business  coalition  called 
HEAL  in  1991  to  push  for  debate  immediately,  push  for  reform  im- 
mediately. 
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We  worked  with  Senator  Bentsen  and  Chairman  Rostenkowski, 
with  the  former  President.  We  worked  with  Jim  Cooper.  We  have 
worked  with  Senator  Chafee.  I  was  part  of  the  National  Governors 
Association  meetings  that  took  place  at  the  end  of  the  year  which 
came  forward  with  their  policy  statement  which  said  that  we  want- 
ed to  move  toward  universal  coverage.  We  worked  with  the  Gov- 
ernors of  Florida,  Texas  and  Maryland  to  help  pass  their  plans,  but 
also  we  have  worked  against  mandated  coverage  in  the  State  of 
Massachusetts;  I  believe  helped  defeat  Proposition  166  in  the  State 
of  California  and  also  were  very  active  in  the  State  of  Kentucky  re- 

centlv. 

So  I  believe  that  small  business  is  a  very,  very  major  stakeholder 
and  player  in  this  debate,  and  I  can't  believe  that  any  other  hear- 
ings are  going  to  be  more  important  than  the  ones  that  you  are 
going  to  hold  over  the  next  6  to  8  months  on  this. 

I  would  like  to  commend  the  President  and  the  First  Lady  for  fo- 
cusing on  health  care  reform. 

As  I  said  before,  it  is  very  needed.  There  are  many  points  that 
we  have  in  agreement.  They  are  all  listed  in  my  testimony.  Some 
of  them  may  surprise  you.  We  have  been  establishing  those  posi- 
tions for  years.  We  have  even  come  forward  with  a  number  of  fund- 
ing mechanisms. 

We  would  support  capping  the  employer  deduction,  we  would 
support  capping  the  employee  exclusion  for  health  care  benefits, 
which  is  a  major  funding  mechanism  for  any  proposal. 

There  are  certain  points,  though,  that  I  was  not  able  to  cover  in 
the  testimony  that  I  would  like  to  touch  upon  now  if  I  could,  Mr. 
Chairman.  We  weren't  able  to  cover  them  because  of  time.  Maybe 
we  didn't  know  how  to  address  one  or  two;  also,  there  was  difficulty 
pulling  some  of  the  figures  together. 

The  first  one,  though,  what  bothers  me  is  we  seem  to  be  using 
the  wrong  numbers  in  terms  of  firms  that  provide  and  don't  pro- 
vide insurance  in  this  country.  I  have  heard  press  reports  lately, 
and  I  have  heard  others  say  that  two  out  of  every  three  small  busi- 
nesses provide  health  insurance. 

No.  No  way.  No  way.  NFIB's  members,  two  out  of  three  provide 
health  insurance.  We  represent  a  larger,  more  established  element 
of  the  small  business  community  with  an  average  of  eight  employ- 
ees. 

You  have  heard  some  of  the  others  say  many  of  their  firms  do, 
but  if  you  take  a  look  at  the  Government  statistics,  and  I  have  run 
you  through  it  on,  I  believe,  pages  2  and  3  on  my  testimony,  the 
best  that  we  come  up  with  is  between  42  and  45  percent  of  the  em- 
ployers in  the  United  States  provide  health  insurance,  and  that  low 
number  is  being  driven  by  the  very  smallest,  the  one  to  fours. 

Sixty  percent  of  the  American  business  community  has  one  to 
four  employees,  and  only  26  percent  of  them  provide  health  insur- 
ance, and  that  is  where  your  problem  is  going  to  be.  That  is  where 
a  lot  of  your  minority  businesses  are.  That  is  where  a  lot  of  the 
startup  businesses  in  this  country  are;  and  that  is  what  I  think  is 
going  to  be  the  major  problem  that  you  are  going  to  have  to  deal 
with.  The  hammer  is  going  to  be  at  the  bottom  end.  It  really  is. 

That  is  where  the  people  who  don't  have  health  insurance  but 
need  the  jobs  the  most  are  right  now,  so  I  think  that  is  a  major 
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question  that  you  are  going  to  have  to  deal  with.  In  terms  of  fi- 
nancing mechanisms,  make  no  mistake. 

The  employer  mandate  is  the  major  financing  mechanism  in  this 
proposal.  It  is  the  way  you  cover  the  greatest  number  of  the  unin- 
sured, but  it  will  add  to  payroll  costs  and  there  will  be  some  reper- 
cussions because  of  that. 

The  types  of  funding  mechanisms  that  we  have  looked  at  over 
the  years,  I  mentioned  capping  already.  I  believe  it  is  one  of  the 
ways  to  get  employers  to  think  about  what  they  are  doing  as  well 
as  getting  employees  to  think  about  what  they  are  purchasing. 

I  mean,  let's  face  it,  the  person  who  pays  most  of  the  bills  for 
health  care  in  this  country  outside  of  the  Federal  Government  is 
the  employer  community,  so  if  you  can  change  their  behavior,  you 
are  starting  somewhere. 

Excise  taxes  have  been  mentioned.  We  certainly  would  consider 
supporting  the  so-called  sin  tax  increases. 

An  interesting  one  I  brought  up  to  the  Chairman  yesterday  that 
he  kind  of  cringed  at  is  eliminating  the  tax  exemption  for  nonprofit 
hospitals.  We  are  going  to  have  universal  coverage.  You  are  not 
going  to  have  any  uncompensated  care,  why  do  you  need  to  have 
a  nonprofit  hospital?  They  were  given  that  status  so  they  could  pro- 
vide uncompensated  care. 

Other  things  are  in  there  today  such  as  teaching  hospitals  and 
what-not,  but  I  think  you  get  the  point,  and  of  course  I  am  told  as 
I  talk  to  people  around  the  country  that  one  of  the  big  winners  in 
all  this  are  in  fact  going  to  be  the  States  because  they  are  finally 
going  to  get  control  of  the  costs  that  have  been  pushed  on  them  by 
the  Federal  Government. 

Well,  if  the  States  are  going  to  be  the  big  winners,  then  maybe 
we  should  take  a  look  at  limiting  the  amount  of  the  deduction  that 
people  get  on  income  taxes  for  their  State  taxes.  I  know  New  York- 
ers wouldn't  particularly  like  that,  but  the  State  of  New  York  may 
do  very  well  under  health  care  reform  if  indeed  we  do  it. 

The  last  point  I  would  make,  Mr.  Chairman,  and  then  I  will  end, 
is  on  cost  controls  because  you  asked  a  number  of  questions  there. 
In  all  of  the  work  I  have  done  in  the  last  couple  years  I  have  been 
convinced  that  there  is  no  silver  bullet  in  cost  controls,  there  is  no 
one  thing  you  can  do.  It  is  a  series  of  small  things. 

I  sat  during  the  National  Governors  Association  meetings  with 
Governor  Romer  and  his  very,  very  bright  staff  people  and  talked 
about  global  budgets.  They  couldn't  tell  me  how  they  were  going  to 
work,  and  they  were  espousing  them;  and  I  immediately  thought 
if  Congress  can't  agree  on  how  you  break  up  highway  funds,  how 
are  we  ever  going  to  agree  on  how  you  set  global  budgets  for  the 
delivery  of  health  care. 

Oregon  is  going  to  try  to  do  something  along  those  lines.  It  is  a 
very,  very  difficult  task,  but  I  think  cost  containment  is  a  series  of 
small  things,  preemption  of  costly  State  mandates  that  have  driven 
up  the  cost  for  employers,  medical  malpractice  reform — we  don't 
say  that  that  is  the  answer,  but  certainly  it  is  a  part  of  it— pur- 
chasing cooperatives,  greater  consumer  involvement,  administra- 
tive reforms,  paperwork  reductions,  all  of  the  things  that  the  ad- 
ministration is  attempting  to  do  and  many  of  the  other  plans  at- 


19 

tempt  to  do  are  hopefully  going  to  hold  down  cost  increases  in  the 
future,  so  we  would  be  very  much  opposed  to  global  budgets. 

While  I  don't  have  a  position  against  price  controls,  in  fact  our 
membership  is  so  frustrated  they  might  grasp  at  that  straw,  I  have 
never  seen  a  time  when  price  controls  have  worked,  either,  so  I  am 
not  too  sure  that  is  the  wisest  way  to  go. 

Thank  you,  Mr.  Chairman. 

[Mr.  Motley's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Thank  you  very  much,  Mr.  Motley,  for  your 
insights. 

Our  next  witness  is  going  to  be  Mr.  John  Galles,  the  Executive 
Vice  President  of  National  Small  Business  United. 

TESTIMONY  OF  JOHN  GALLES,  EXECUTIVE  VICE  PRESIDENT, 
NATIONAL  SMALL  BUSINESS  UNITED 

Mr.  Galles.  Thank  you,  Mr.  Chairman,  and  thank  you,  members 
of  the  Small  Business  Committee.  It  is  a  privilege  to  have  an  op- 
portunity to  meet  with  you  on  this  issue  and  we  are  anxious  for 
a  very  major  role  by  the  Small  Business  Committees  of  the  House 
and  the  Senate  in  this  debate. 

We  think  it  is  increasingly  important  for  you  to  exert  the  power 
and  recognition  that  you  have  from  the  small  business  community 
within  this  institution  and  let  them  know  that  there  are  huge  in- 
terests here  to  be  protected.  You  have  my  testimony  written  before 
you,  but  we  had  the  opportunity  yesterday  to  meet  with  the  First 
Lady  on  the  issue  of  health  care  reform,  and  I  guess  I  would  like 
to  get  directly  to  some  of  the  remarks  that  were  made  and  some 
of  tne  expectations  that  have  been  raised  and  some  of  the  issues 
and  huge  questions  that  are  left  to  us  to  consider  in  this  debate. 

One  of  the  first  remarks  out  of  Mrs.  Clinton's  mouth  was  a  dis- 
cussion about  reinventing  the  way  Government  does  business,  and 
a  quote  from  Ted  Gabler's  book  about  reinventing  Government,  and 
we  would  like  very  much  for  this  committee  to  get  a  copy  of  that 
book  if  you  haven  t  read  it  and  consider  how  you  might  approach 
this  issue  from  that  perspective. 

Rather  than  looking  for  ways  for  Government  to  solve  this  prob- 
lem, it  is  important  to  look  for  ways  for  free  enterprise  to  solve  this 
problem  so  that  we  can  stimulate  revenues  to  reduce  our  Federal 
deficit  and  get  on  with  our  competitive  nature  and  our  competition 
with  the  rest  of  the  world.  She  suggested  that  the  proposal  they 
had  created  was  the  best  possible  deal  for  small  business,  that  we 
were  trapped  between  those  who  wanted  a  single  payer  system  and 
those  on  the  other  side  who  wanted  an  individual  mandate  with 
subsidies. 

She  suggested  that  we  needed  simplification,  that  we  needed  to 
reduce  a  lot  of  the  paperwork,  a  lot  of  the  administration,  the 
claims  forms  that  were  part  of  this  system.  We  certainly  can  agree 
with  that  part  of  it. 

She  would  like  to  get  the  dollars  more  directly  to  the  physicians 
and  the  nurses,  the  people  actually  providing  the  care,  and  we  cer- 
tainly can  be  supportive  of  that. 

She  also  spoke  about  a  need  to  build  on  the  existing  system,  that 
this  needs  to  be  a  private — public  and  private  partnership,  and  we 
think  that  there  is  just  simply  no  choice  for  us  in  that.  I  think  on 
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Monday  it  was  identified  that  for  the  first  time  public  expenditures 
for  health  care  actually  exceed  private  expenditures  for  health  care. 

That  suggests  that  no  matter  what  we  do,  there  will  be  a  public 
and  private  partnership  in  this  endeavor.  She  spoke  about  a  need 
for  greater  emphasis  on  preventive  care  and  we  certainly  would 
echo  those  remarks.  There  is  a  lot  we  can  do  to  save  money  by  try- 
ing to  focus  on  preventive  care  and  care  for  children  in  this  world 
who  don't  get  the  kind  of  attention  and  support  they  need. 

She  mentioned  that  most  small  businesses  will  save  money  and 
that  will  be  an  attractive  piece  of  this  package.  Certainly  small 
businesses  are  the  first  ones  to  step  forward  and  look  for  ways  to 
save  money.  Because  of  their  economic  position  and  their  size,  they 
seldom  have  clout  within  the  economic  system  to  do  anything  more 
than  simply  search  for  the  least  cost  available  to  them. 

She  suggested  there  would  be  a  discount  to  low  wage  businesses, 
to  smaller  businesses  and  while  we  recognize  the  need  to  support 
individuals  who  have  a  problem  financing  their  own  health  care 
and  individuals  within  businesses  having  a  problem  financing  their 
health  care,  our  concern  is  for  subsidizing  some  businesses  to  the 
disadvantage  of  other  businesses. 

She  spoke  about  paying  a  premium  rather  than  a  payroll  tax.  To 
some  degree  that  certainly  is  more  acceptable,  but  in  other  cases 
it  may  simply  be  a  disguise. 

She  spoke  about  simplifying  the  system  so  that  when  people 
would  pay  their  premiums,  it  would  be  an  additional  line  on  their 
941's  that  would  be  paid  into  the  bank,  and  all  of  that  administra- 
tion would  be  simplified. 

She  spoke  about  folding  in  workers'  compensation  and  auto  in- 
surance, making  this  health  care  a  24-hour  coverage.  We  certainly 
would  support  that  and  would  hope  that  that  becomes  part  of  a 
package,  but  we  are  concerned. 

We  have  seen  a  lot  of  States  try  to  administer  workers'  com- 
pensation programs  and  haven't  found  that  they  have  met  with  a 
great  deal  of  success  in  keeping  costs  down,  either.  She  suggested 
this  would  be  hassle-free  and  that  there  would  be  a  lot  of  satisfac- 
tion with  the  new  system,  but  I  think  it  is  important  once  you  get 
beyond  the  platitudes  to  really  talk  about  the  new  system. 

This  is  the  recommendations  will  be  systemic  reform,  reform  that 
changes  the  nature  of  the  health  care  transaction,  and  I  think  it 
is  that  transaction  that  we  ought  to  be  focusing  on.  One  of  the 
problems  in  our  employer-provided  system  is  that  we  have 
distanced  employees  from  the  health  care  transaction. 

The  employers  pay  for  the  coverage  and  employees  believe  that 
since  that  coverage  has  been  paid  for,  they  will  get  all  of  the  bene- 
fits they  can  within  the  contract  of  the  policy.  In  the  design  that 
as  we  understand  it  there  would  be  providers  on  one  end  of  the 
scale,  there  would  be  provider  networks  or  insurance  carriers  in  be- 
tween— next  in  line  from  the  provider,  there  would  be  a  health  care 
alliance  at  some  point  in  that  chain,  there  would  be  the  employer 
and  there  would  be  the  employee. 

That  still  seems  to  me  to  add  to  the  complexity  of  the  health  care 
transaction  and  further  distances  the  employee  from  the  provider. 
I  think  we  are  doing  an  additional  disservice  by  making  the  em- 
ployers simply  check- writers  in  the  transactions  without  any  re- 
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sponsibility  for  helping  to  deliver  better  life-styles,  better  health 
care,  making  better  choices  within  the  system. 

When  employers  are  obliged  to  pay  80  percent  of  a  premium  and 
they  simply  have  no  say  about  where  people  use  that  coverage,  we 
think  that  there  is  a  disconnect  again  in  the  transaction  that  needs 
to  be  explored.  I  want  to  back  up  and  suggest  that  there  is  another 
piece  to  this  because  small  businesses  get  blamed  for  not  providing 
coverage  to  their  employees. 

In  fact,  the  First  Lady  spoke  on  several  occasions  and  has  spoken 
about  the  single  woman  who  has  a  dependent  and  takes  a  job  but 
can't  get  health  care  because  the  Medicaid  system  doesn't  support 
them  in  that  job.  Is  that  the  responsibility  of  the  business  or  is  it 
a  responsibility  of  the  system  in  a  low  wage  circumstance? 

We  don't  mean  to  be  unsympathetic.  We  simply  think  there  are 
opportunities  here  to  help  people  obtain  jobs  and  make  sure  that 
the  Government  provides  the  proper  support  in  those  instances. 

The  history  of  this  health  care  system  is  one  that  we  have  to  live 
with.  We  have  created  a  monster,  and  the  monster  is  about  to  take 
another  shape  here. 

The  monster  was  created  during  World  War  II  when  we  started 
adding  health  care  benefits  as  part  of  a  tax-free  benefit.  We  have 
extended  that  privilege  to  corporations  for  many  years,  but  I  think 
we  also  need  to  focus  on  the  fact  that  large  businesses  have  created 
a  huge  share  of  this  problem,  and  they  are  seeking  to  be  let  off  the 
hook,  off  the  hook  from  negotiated  contracts  that  they  themselves 
have  entered  into,  off  the  hook  in  terms  of  their  retirees,  off  the 
hook  in  terms  of  their  current  benefits. 

They  are  looking  now  to  be  off  the  hook  in  terms  of  the  benefits 
provided  dependents  of  their  workers  who  are  now  employed  by 
small  businesses.  There  is  a  double  whammy  that  affect  small  busi- 
nesses. 

It  is  not  just  those  individuals  who  are  uninsured  who  are  going 
to  be  obligated  for  coverage  under  this  mandate,  but  it  will  also  be 
an  obligation  to  provide  coverage  for  those  not  now  covered  by  that 
business.  Large  business  says  well,  let's  just  make  this  a  level  play- 
ing field  and  let  every  business  take  care  of  their  own  employees. 

Well,  that  would  be  nice  except  that  our  system  has  grown  by  the 
rich  benefits  that  have  been  paid  for  by  large  businesses  for  a  long 
time,  and  that  transfer  of  dollars  away  from  big  business  and  on 
to  the  backs  of  small  businesses  is  something  that  should  not  be 
overlooked. 

We  also  recognize  and  you  do,  too,  because  you  face  the  tough 
votes  on  our  Federal  deficit,  that  we  are  having  a  hard  time  coming 
to  grips  with  the  public  obligation  in  support  of  individuals  who 
need  help  obtaining  health  care.  There  is  not  much  support  for 
raising  taxes.  There  is  not  much  support  for  cutting  expenses,  and 
it  is  our  deficit  that  holds  us  back  from  administering  our  Medicare 
system  and  our  Medicaid  system  in  a  way  which  honestly  provides 
the  benefits  that  were  once  promised  to  individuals. 

Let  me  add  another  piece  of  this.  The  bureaucracy  that  is  being 
created  with  these  health  alliances  seems  to  have  some  definitional 
questions  to  it. 

We  spoke  to  Mrs.  Clinton  about  one  of  our  member  organiza- 
tions, the  Council  of  Smaller  Enterprises  in  Cleveland,  which  has 
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over  12,000  businesses.  It  is  locally  based.  They  have  14  providers. 
They  are,  in  fact,  a  health  care  alliance. 

That  organization  would  be  displaced,  removed,  eliminated  from 
the  health  care  transaction,  and  they  have  successfully  kept  their 
premium  increases  below  10  percent  when  the  rest  of  the  country 
has  seen  increases  well  above  that. 

We  think  it  would  be  a  shame  to  destroy  organizations  that  seem 
to  be  doing  a  good  job  in  managing  health  care  and  reducing  health 
care  costs.  The  concern  about  the  bureaucracy  is  such  that  we  have 
got  to  recognize  in  a  health  care  transaction  there  are  three  ways 
to  save  money. 

One  is  with  administrative  costs;  one  is  with  marketing  costs; 
and  the  other  is  with  health  care  claims.  Administration  and  mar- 
keting can  be  reduced  through  purchasing  cooperatives,  and  claims 
can  be  reduced  through  purchasing  cooperatives,  but  when  there  is 
one  singular  purchasing  cooperative  to  a  regional  area,  the  minute 
that  cooperative  begins  to  reduce  costs  and  eliminate  certain  pro- 
viders from  the  option  of  delivering  care  within  that  system  or  hos- 
pitals or  clinics  because  they  charge  too  much,  then  we  have  elimi- 
nated some  of  the  choices  that  individuals  might  make  on  their 
own. 

We  need  to  be  careful  that  these  entities  are  not  singular,  are  not 
monopolistic.  In  the  short  term  they  certainly  can  help  to  hold 
down  costs,  but  in  the  long  term  they  will  simply  be  financing 
mechanisms,  and  we  have  to  be  careful  about  that. 

I  don't  think  that  is  where  we  want  to  drive  the  system.  We 
would  like  to  see  people  stop  patronizing  small  business,  stop  say- 
ing you  are  going  to  take  care  of  this  problem  for  us.  Start  giving 
us  the  tools  to  confront  this  problem  ourselves,  give  us  some  of  the 
power,  some  of  the  clout  in  the  marketplace  to  organize  ourselves, 
collect  our  employees  and  purchase  health  care  in  a  much  more  ag- 
gressive way  than  we  have  ever  been  able  to. 

We  would  like  the  health  care  reforms  in  terms  of  health  care 
underwriting,  in  terms  of  banded  community  rate,  we  would  like 
the  portability  provisions,  but  we  have  got  to  be  careful  where  this 
clout  is  being  given.  We  don't  want  to  establish  a  system  where 
large  corporations  get  to  go  off  and  do  what  they  want  and  small 
businesses  are  left  to  participate  in  a  health  care  alliance. 

We  also  want  to  look  at  the  numbers,  the  5,000  lives  that  were 
mentioned.  If  an  organization  can  bring  together  5,000  lives,  do 
they  get  the  same  freedoms  that  large  corporations  do? 

That  is  a  question  we  have  to  explore.  We  are  concerned  about 
the  subsidies  that  I  have  mentioned  earlier,  and  I  want  to  be  care- 
ful about  the  kinds  of  freedoms  that  are  delivered. 

One  of  those  mentioned  yesterday  was  that  large  businesses  and 
those  covered  by  ERISA  and  Taft-Hartley  would  be  left  out  of  some 
of  these  revisions.  I  can  point  to  the  State  of  New  York  which  re- 
cently passed  guaranteed  issue  community  rating,  and  they  did 
that  to  all  association  and  organizational  policies,  but  they  left  out 
union  policies. 

We  now  have  a  union  of  entrepreneurs  in  the  State  of  New  York 
and  think  that  is  merely  a  disguise.  There  are  lots  of  questions 
that  have  to  be  answered  in  this.  There  will  be  lots  of  debate. 
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The  process  is  dynamic,  and  we  expect  small  business  will  be 
part  of  this  debate  through  to  the  very  end. 

Just  a  quick  answer  to  Representative  Conyers'  question.  We 
have  6  percent  Afro- American,  we  have  2  percent  Hispanic,  we 
have  2  percent  Asian,  and  27  percent  women  within  our  organiza- 
tion at  this  point  in  time.  We  have  two  Afro-American  members  of 
our  board  of  directors. 

[Mr.  Galles'  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Thank  you  very,  very  much,  Mr.  Galles. 

Our  next  witness  will  be  Mr.  Stephen  Elmont,  chairman  of  the 
Food  Group,  Limited,  a  proprietor  of  Mirabelle  and  also  president 
of  the  National  Restaurant  Association. 

I  note  that  it  is  11:40  now.  I  would  hope  we  could  hear  from  Mr. 
Elmont  and  Ms.  Bass  by  noon.  It  would  be  about  10  minutes 
apiece,  if  possible,  so  we  can  get  on  to  the  questioning;  OK? 

Mr.  Elmont. 

TESTIMONY  OF  STEPHEN  ELMONT,  PRESIDENT,  NATIONAL 
RESTAURANT  ASSOCIATION,  AND  CHAmMAN,  THE  FOOD 
GROUP,  LIMITED 

Mr.  Elmont.  Thank  you,  Mr.  Chairman,  members  of  the  commit- 
tee. 

Food  service  operators  are  tremendously  concerned  about  health 
care  reform.  For  the  past  few  years  restaurateurs,  like  other  busi- 
nesses, have  struggled  with  double  digit  inflation  and  premium 
costs,  cancellations  and  denials  of  coverage,  but  as  much  as  res- 
taurateurs want  to  see  the  system  changed,  we  are  even  more 
frightened  by  the  prospect  of  mandates. 

Mandating  that  employers  provide  health  coverage  or  requiring 
us  to  pay  a  premium  to  pay  for  health  benefits  would  sound  the 
death  knell  for  thousands  of  restaurants  and  the  jobs  they  provide. 
The  committee  must  be  sensitive  to  these  fears. 

Mr.  Chairman,  I  would  like  this  document  included  in  the  record, 
attachment  A,  which  outlines  chronologically  the  laws  that  Con- 
gress has  passed  since  1985  that  affects  the  restaurant  industry. 
There  are  many. 

As  of  the  president's  new  tax  bill,  there  is  another  one  changing 
business  meal  deductibility  from  80  percent  to  50  percent.  In  all, 
these  are  17  changes  since  1985.  I  urge  you  not  to  forget  the  many 
burdens  small  businesses  throughout  the  country  are  grappling 
with,  in  addition  the  additional  costs  placed  on  them  by  the  pas- 
sage of  this  proposal. 

In  our  efforts  to  provide  valuable  information  for  the  health  care 
reform  debate,  the  National  Restaurant  Association  has  under- 
taken research  that  will  give  us  answers  to  many  of  the  questions 
you  have  raised  in  your  letter  to  testify,  information  like  who  does 
and  who  does  not  provide  insurance,  what  does  it  cost,  what  have 
recent  premium  increases  been,  workmen's  compensation  and  oth- 
ers. 

Unfortunately,  our  data  has  not  been  fully  analyzed.  We  will  be 
happy  to  share  it  with  you  once  it  is  concluded,  but  our  preliminary 
results  say  that  among  restaurateurs  with  sales  of  a  million  dollars 
or  more,  well  over  two-thirds  offer  benefits  to  hourly  and  salaried 
employees. 


24 

Small  restaurants,  however,  with  sales  of  under  $500,000  do  not 
offer  health  insurance. 

Of  those  restaurants  who  do  not  offer  health  insurance,  almost 
four  out  of  five  indicate  they  would  offer  it  if  insurance  rates  were 
lower.  Almost  two  out  of  three  surveyed  said  that  we  cannot  pass 
on  the  cost  of  health  benefits  to  our  customers  in  the  form  of  higher 
prices. 

Other  association  research  shows  that  if  Congress  and  the  ad- 
ministration require  employees  to  pay  a  payroll  tax  of  7  percent  for 
only  their  employees  working  17.5  hours  per  week  or  more  to  fi- 
nance health  care  reform,  an  average  midsized  restaurant  with 
pre-income  tax  income  of  $12,000  in  the  black  would  go  to  $2,000 
in  the  red. 

This  is  a  typical  mid-sized  table  service  restaurant  with  about 
$750,000  in  sales,  12  full-time  employees,  19  part-time  employees, 
with  an  average  check  of  $9.26  per  person.  I  remind  you  that  res- 
taurateurs cannot  pass  along  the  added  cost  of  health  care  payroll 
tax  to  the  customer.  Restaurant  customers  are  extremely  sensitive 
to  price  increases.  The  higher  labor  costs  would  have  to  be  made 
up  instead  through  cutbacks  in  jobs  or  hours. 

When  we  talk  about  the  impact  of  health  care  reform  on  the  leg- 
islation of  our  business,  it  was  only  appropriate  that  we  consider 
the  impact  of  our  employees.  We  need  to  know  what  they  want  and 
don't  want. 

Less  than  2  weeks  ago  the  National  Restaurant  Association  com- 
pleted a  nationwide  survey  of  a  thousand  adult  restaurant  workers. 
Three  out  of  four  surveyed  opposed  requiring  employers  to  pay  a 
health  care  payroll  tax  of  7  to  9  percent,  knowing  that  such  a  tax 
would  result  in  the  cutback  of  hours  or  layoffs. 

Why  does  health  care  mandate  spark  such  a  concern? 

In  a  word,  cost.  Believe  me,  restaurateurs  would  provide  insur- 
ance benefits  if  they  could  afford  the  premiums.  Many  res- 
taurateurs already  offer  health  benefits.  Nearly  three  out  of  five  of 
those  surveyed  say  that  they  would  work  for  a  restaurant  that  pro- 
vides a  health  plan. 

Let  me  give  you  some  examples  of  why  the  food  service  industry 
differs  from  other  industries  in  several  respects.  First,  we  are  domi- 
nated by  small  business.  Over  70  percent  of  all  eating  and  drinking 
establishments  in  America  have  sales  of  less  than  $500,000  and 
have  ah  average  work  force  of  less  than  25  employees. 

Second,  our  profit  margins  are  extremely  slim. 

Third,  we  employ  an  extremely  diversified  work  force.  We  employ 
more  teens  than  any  other  industry;  59  percent  of  our  workers  are 
women,  including  over  70  percent  food  service  supervisors;  67  per- 
cent are  unmarried,  and  very  specifically  76  percent  live  at  home 
with  their  parents  or  relatives;  and  fourth,  we  are  very  labor  inten- 
sive industry. 

Today  the  food  service  industry  is  the  Nation's  largest  retail  em- 
ployer. Our  industry  employs  9  million  workers,  and  by  the  year 
2005  that  number  will  climb  to  an  estimated  12  million  workers. 
The  combination  of  these  characteristics  means  that  we  are  par- 
ticularly vulnerable  to  labor  cost  increases  while  at  the  same  time 
lacking  options  to  absorb  these  costs. 
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You  asked  for  advice  on  how  we  best  achieve  universal  health 
coverage.  The  National  Restaurant  Association  believes  that  we 
need  to  focus  instead  on  providing  universal  coverage  to  access.  We 
believe  the  best  way  to  increase  access  to  health  care  is  to  make 
insurance  coverage  more  affordable. 

We  support  market-based  solutions  that  build  upon  the  strengths 
of  our  free  enterprise  system.  We  urge  you  to  adopt  the  following: 
One,  we  support  the  establishment  of  health  insurance  purchasing 
pools  that  would  help  small  businesses  and  uninsured  Americans 
buy  quality  health  insurance  at  affordable  rates;  two,  we  support 
tax  changes  to  give  sole  proprietors,  S  corps,  and  partnerships  a 
full  tax  deduction  for  the  cost  of  insurance  premiums. 

More  than  4  out  of  10  eating  and  drinking  establishments  fall 
into  these  categories.  We  also  support  tax  changes  to  limit  the  em- 
ployer's tax  deduction  and  employee's  tax  exclusion  for  excessive 
health  care  coverage.  Unlimited  tax  advantages  have  contributed  to 
the  growth  of  unnecessary  medical  care  and  wasteful  spending. 

Three,  we  support  reforms  to  the  insurance  market  for  small 
businesses  so  that  employers  and  employees  are  guaranteed  cov- 
erage that  can't  be  canceled  on  a  whim;  four,  we  support  Federal 
preemption  of  costly  State  laws  that  require  even  basic  benefit 
plans  to  include  extensive  coverage;  five,  we  support  reducing  the 
paperwork  by  creating  a  uniform  electronic  claims  system  that 
guarantees  timely  payment  and  curtails  fraud;  six,  we  believe  that 
the  insured,  the  employees  must  have  some  risk  in  the  health  care 
system  and  process,  something  for  nothing  will  get  abused;  finally, 
we  support  reforms  to  the  medical  malpractice  laws  so  that  doctors 
won't  resort  to  excessive  tests  and  procedures  solely  to  shield  them- 
selves from  lawsuits. 

As  an  aside,  I  serve  as  a  trustee  of  two  Harvard  University 
teaching  hospitals,  and  everything  the  National  Restaurant  Asso- 
ciation stands  for  is  also  embraced  by  these  hospitals. 

That  is  an  interesting  aside.  These  are  real  problems  that  will 
make  it  possible  for  small  businesses  to  provide  health  coverage  for 
their  employees,  leaving  many  more  Americans  to  become  covered 
by  health  insurance. 

In  conclusion,  I  again  stress  that  the  thousands  of  the  nation's 
food  service  workers,  the  millions  of  us,  want  to  provide  health  care 
coverage  but  can't  afford  to  do  so.  A  mandate  from  Washington 
today  would  force  cutbacks  in  hours  and  jobs  and  cause  many  res- 
taurateurs to  close  their  doors  and  discourage  more  restaurateurs 
from  opening.  Thank  you  very  much. 

[Mr.  Elmont's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Thank  you  very  much,  Mr.  Elmont. 

We  saved  the  best  for  last. 

Ms.  Bass.  What  can  I  say? 

Chairman  LaFalce.  Now  representing  the  United  States  Cham- 
ber of  Commerce,  Miss  Kristin  Bass. 
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TESTIMONY  OF  KRISTIN  BASS,  MANAGER,  HUMAN  RESOURCES 
POLICY,  DOMESTIC  POLICY  DP/ISION,  U.S.  CHAMBER  OF 
COMMERCE 

Ms.  Bass.  Mr.  Chairman,  members  of  the  committee,  my  name 
is  Kristin  Bass,  and  I  am  here  representing  the  U.S.  Chamber  of 
Commerce.  I  am  the  manager  of  Human  Resources  Policy  there. 

The  Chamber,  as  you  all  know,  represents  some  215,000  busi- 
nesses, 96  percent  of  whom  have  fewer  than  100  employees.  Rather 
than  do  a  litany  of  what  the  other  witnesses  said,  what  I  would 
like  to  do  is  do  a  little  audience  participation,  and  if  you  all  will 
turn  to  the  testimony — the  chart  section — we  will  do  a  little  Ross 
Perot  here. 

The  first  four  or  five  of  our  charts  I  would  prefer  to  skip  because 
they  go  through  all  of  the  numbers  about  how  health  care  costs 
have  increased,  how  as  a  percent  of  the  Federal  budget  health  care 
costs  will  soon  be  30  percent  and  so  on  and  so  forth. 

You  have  all  heard  those  numbers  over  and  over  and  over  again, 
and  what  I  would  specifically  like  to  start  with  is  the  chart  that 
is  headed  "85  percent  of  the  uninsured  are  in  families  headed  by 
workers."  The  reason  I  want  to  go  through  these  charts  is  to 

Chairman  LaFalce.  Just  a  second,  which  chart  is  this? 

Ms.  Bass.  It  is  toward  the  end.  Everybody  got  it?  The  reason  I 
would  like  to  go  through  these  charts  is  to  give  all  of  you  an  under- 
standing of  where  the  Chamber  has  come  from  in  its  deliberations 
on  health  care  reform  and  an  understanding  of  how  we  reached  the 
conclusion  we  reached.  Then  I  will  quickly  answer  your  five  ques- 
tions. 

This  chart  shows  essentially  who  are  the  uninsured.  A  slight  ma- 
jority are  full-year  full-time  workers,  a  lot  of  the  workers  are  part- 
time  or  seasonal,  which  underscores  my  colleagues'  points  that  this 
is  a  hard  group  to  get  at. 

We  do  know  that  if  we  could  somehow  cover  these  folks  through 
the  work  force,  we  would  get  at  a  large  percentage  of  them,  but 
that  doesn't  mean  that  it  is  particularly  easy  as  some  are  seasonal 
workers,  migrant  farm  workers,  part-time  workers  and  so  on. 

Skipping  the  next  chart,  which  talks  about  how  health  care  costs 
have  increased  in  other  countries,  too,  65  percent  of  uninsured 
workers  are  in  firms  under  100.  You  will  notice  there  is  a  fairly  sig- 
nificant chunk,  about  21  percent,  in  the  1,000-plus  employees  cat- 
egory, but  by  and  large  most  uninsured  workers  are  in  small  busi- 
nesses! This  is  why  we,  as  well  as  the  rest  of  my  colleagues  here, 
look  at  this  as  a  big  problem  for  small  business  and  would  urge 
that  attention  be  focused  on  small  businesses. 

Our  next  graph  shows  that  54  percent  of  the  uninsured  are  in 
families  with  incomes  less  than  $20,000.  This  is  less  than  twice  the 
Federal  poverty  level  for  a  family  of  four,  which  is  somewhere 
around  $13,000  or  $14,000  right  now.  What  this  says  to  us  is  that 
these  people  operate  by  and  large  on  low  incomes  and  don't  have 
a  lot  of  free  cash  around  to  go  and  just  buy  their  own  health  insur- 
ance. You  all  recognize  that  this  is  a  problem.  We  recognize  that 
this  is  a  problem  for  our  workers. 

Our  next  graph  shows — and  this  is  something  that  I  have  heard 
over  and  over  from  a  lot  of  folks — that  people  don't  want  health  in- 
surance, that  when  they  are  offered  health  insurance  they  refuse 
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it,  they  don't  want  it.  In  fact,  Steve  Long  and  Susan  Marquis  have 
found  that  in  firms  that  offer  health  insurance,  only  2  percent  of 
workers  decline  health  insurance  and  have  no  other  source. 

What  Long  and  Marquis  also  have  found  is  that  in  firms  that  do 
not  offer  health  insurance,  63-plus  percent  of  the  workers  make 
less  than  $7  an  hour.  What  we  would  suggest  is  that  lack  of  insur- 
ance is  not  only  a  supply  problem  on  the  firm's  side — by  and  large 
these  are  companies  with  low  margins]  but  that  at  $7  an  hour  you 
don't  have  even  the  money — you  certainly  don't  have  50  percent  to 
hand  over  for  a  health  insurance  premium,  so  this  is  primarily  a 
low-wage  worker  problem. 

The  last  chart  is  our  Chamber  guidelines.  What  I  would  like  to 
do  specifically  at  this  point  is  to  focus  on  where  the  Chamber 
stands  with  respect  to  your  questions.  The  Chamber  supports  a  no- 
tion of  shared  responsibility  to  get  to  universal  coverage. 

What  does  that  mean?  What  that  means  is  that  when  we  have 
surveyed  our  membership  on  who  should  pay  for  health  insurance, 
they  come  up  with  a  program  that  mirrors  the  current  situation, 
which  is  that  employers,  employees,  and  Government  all  share  in 
financing  the  system. 

We  have  said  that  everybody  needs  to  be  in  the  system  but  they 
need  to  be  playing  by  the  same  rules.  We  would,  however,  oppose 
mandates  that  would  lack  significant  subsidies  for  our  small  busi- 
nesses and  their  low  wage  workers  on  the  understanding  that  oth- 
erwise these  folks  would  De  out  of  a  job  and  a  lot  of  our  small  busi- 
nesses would  close,  and  we  view  that  as  unacceptable. 

With  respect  to  Medicaid,  we  believe  that  Medicaid  should  be 
pooled  separately,  but  should  purchase  coverage  through  the  pur- 
chasing cooperatives  better  known  as  the  health  alliances  under 
the  Clinton  plan.  If  you  pool  Medicaid  in  with  small  business,  the 
experience  in  Medicaid  has  been  that  Medicaid  recipients,  at  least 
the  acute  care  folks,  utilize  significantly  more  health  services  than 
do  privately  insured  people. 

Therefore,  if  you  pooled  everybody  together  and  figured  out  rates 
based  on  a  community  rate,  in  effect  small  business  would  be  sub- 
sidizing Medicaid  recipients.  We  don't  think  this  is  appropriate. 

We  think  that  Medicaid  should  be  a  program  that  is  subsidized 
broadly  by  the  public  as  it  has  been  such  that  for  rate  determina- 
tion, you  would  pool  Medical  beneficiaries  separately.  They  would 
use  tne  same  mechanism  to  choose  their  health  plans  but  would 
have  a  separate  rate  from  small  business. 

This  I  understand  is  something  that  the  White  House  has  consid- 
ered. 

Finally,  with  respect  to  workers'  compensation,  we  have  a  task 
force  that  continues  to  look  at  this,  but  we  would  caution  that  in 
folding  workers'  compensation  into  a  seamless  program,  a  couple  of 
things  need  to  be  considered. 

One  is  that  incentives  need  to  be  kept  in  place  for  keeping  the 
workplace  safe.  Under  the  current  system,  experience  rating  gives 
employers  some  incentive  to  keep  a  safe  workplace.  If  you  move  to 
a  community-rated  system,  those  incentives  may  be  lost  and  we 
would  caution  against  that  for  workers'  compensation. 

In  addition,  worker's  comp  is  not  just  an  illness  program;  it  is 
also  a  disability  program,  and  to  the  extent  that  firms  can  case- 
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manage  their  workers'  problems  to  make  sure  that  they  get  back 
to  work  as  soon  as  possible,  it  helps  reduce  firms'  indemnity  costs. 

In  other  words,  if  I  am  out  with  a  broken  leg,  as  much  as  I  as 
a  privately  insured  person  would  like  to  think  that  my  skier's  knee 
problem  would  be  treated  as  quickly  as  a  worker's  comp  knee  acci- 
dent, that  isn't  always  true  empirically.  The  Chamber  believes  that 
employers  or  insurers  also  must  be  able  to  case-manage  worker's 
comp  claims  to  make  sure  people  get  back  to  work  as  soon  as  pos- 
sible. 

With  respect  to  purchasing  cooperatives,  we  believe  very  strongly 
that  they  should  be  limited  strictly  to  the  small  business  work 
force,  and  we  also  don't  think  that  big  businesses  ought  to  be  able 
to  decide  that  they  want  to  come  into  the  purchasing  cooperative 
because  typically  the  companies  that  would  come  in  would  be  the 
ones  with  sicker  workers,  thereby  also 

Chairman  LaFalce.  What  kind  of  workers? 

Ms.  Bass.  Sicker  work  forces;  older  work  forces  tend  to  be  sicker, 
therefore  big  companies  opting  into  the  pool  in  effect  would  be  ask- 
ing small  business  to  subsidize  them. 

That  concludes  my  testimony. 

[Ms.  Bass'  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Well,  thank  you  very  much  for  your  excel- 
lent testimony.  I  think  you  made  some  excellent  suggestions.  I 
think  all  of  the  panelists  have  been  excellent,  as  a  matter  of  fact. 
This  is  a  great  opportunity  we  have. 

The  biggest  problem  the  small  business  community  faces  is  bur- 
geoning health  care  costs  or  the  inability  to  retain  employees  be- 
cause they  can't  afford  health  care.  You  can't  keep  good  employees 
unless  you  provide  health  care  and  health  care  costs  have  just  been 
increasing  at  two,  three,  four  times  the  rate  of  inflation,  and  work- 
ers' compensation  costs  have  been  increasing  even  more  than  that, 
so  if  we  could  deal  with  workmen's  comp  and  health  care  at  the 
same  time,  we  are  giving  the  small  business  community  the  biggest 
benefit  we  possibly  can. 

We  can't  let  this  opportunity  get  away  from  us.  We  have  got  to 
dig  deep  within  ourselves  and  set  aside  whatever  prejudgments  we 
may  have  had  and  come  up  with  some  solution  to  this  problem. 

We  all  start  out  with  prejudgments.  I  started  out  with  prejudg- 
ments.. 

I  introduced  a  bill  4  years  ago  with  Marty  Russo.  I  think  that 
is  better  than  anything  the  administration  is  proposing.  It  is  not 
going  to  become  law.  Each  of  you  has  come  up  with  your  own 
plans,  too.  We  have  to  work  together. 

This  is  the  first  effort  in  that,  but  it  is  not  the  first  effort  the 
administration  has  made.  The  administration  has  been  meeting 
with  just  about  everybody. 

I  don't  know  if  they  met  with  everybody  at  the  table.  I  suspect 
they  have.  Or  with  your  groups.  I  suspect  they  have  met  with  the 
NAM. 

I  have  met  with  either  Mrs.  Clinton  or  Mr.  Magaziner  about  a 
half-a-dozen  times  now  on  behalf  of  the  small  business  community 
in  particular  focusing  on  your  needs.  I  would  like  to  think  that 
some  of  the  ideas  that  are  being  circulated  right  now  might  be  at- 
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tributable  to  those  meetings  and  the  special  concerns  of  the  small 
business  community.  Let's  get  on. 

Ms.  Bass,  you  said  that  you  believe  in  shared  responsibility  to 
get  to  universal  coverage. 

Ms.  Bass.  What  does  that  mean? 

Chairman  LaFalce.  Those  are  important  words.  First  of  all,  you 
said  "universal  coverage,"  you  did  not  say  "universal  access." 

Ms.  Bass.  Right. 

Chairman  LaFalce.  I  think  you  believe  if  you  are  going  to  con- 
trol costs,  you  have  to  do  it  within  a  system  that  provides  universal 
coverage  rather  than  universal  access;  is  that  correct? 

Ms.  Bass.  The  Chamber  believes  that  everybody  needs  to  be  in 
the  system  playing  by  the  same  rules. 

Chairman  LaFalce.  That  is  an  official  Chamber  position?  You 
said  shared  responsibility  by  all. 

By  that,  you  mean  Government  and  employees  and  employers? 

Ms.  Bass.  As  well  as  people  who  aren't  working.  Our  position 
also  includes  an  individual  mandate.  In  other  words,  I  have  to  be 
responsible  to  make  sure  I  have  health  insurance. 

Chairman  LaFalce.  All  right.  But  that  includes  everybody  and 
every  employer,  too? 

Ms.  Bass.  Yes. 

Chairman  LaFalce.  So  when  you  say  every  employer  has  to  par- 
ticipate in  a  shared  responsibility,  some  people  might  call  that  the 
Chamber  supporting  a  mandate,  correct? 

Ms.  Bass.  We  would  never  use  that  word. 

Chairman  LaFalce.  OK  So  you  want  us  to  call  it  shared  respon- 
sibility. But  you  are  willing  to  participate,  you  are  willing  to  have 
all  employers  participate  in  that  shared  responsibility? 

Ms.  Bass.  We  believe  that  to  the  extent  that  they  can,  employers 
need  to  be  part  of  the  system. 

Chairman  LaFalce.  You  understand  that  some  are  going  to  have 
more  difficulty,  particularly  low  wage,  and  so  you  have  argued  with 
the  Clinton  administration  that  they  are  going  to  have  to  come  up 
with  some  adjustment  factor  for  small  businesses  who  have  low 
wage  employees;  is  that  correct? 

Ms.  Bass.  We  have  said  low  wage  workers  and  their  employers; 
right. 

Chairman  LaFalce.  Based  upon  what  vou  know  right  now,  are 
they  considering  that  as  part  of  their  plan? 

Ms.  Bass.  That  is  my  understanding. 

Chairman  LaFalce.  That  is  my  understanding,  too.  OK. 

Ms.  Bass.  They  said  the  same  thing  to  you  which  they  said  to 
us,  which  is  encouraging. 

Chairman  LaFalce.  Yes,  right.  Well,  we  have  been  working  on 
that  for  a  long  time.  They  said  it  to  me  about  2  months  ago.  With 
a  cap  on  the  total  amount  that  could  be  paid  for  premiums,  too. 

Ms.  Bass.  Right. 

Chairman  LaFalce.  Which  is  very,  very  important.  This  cap 
would  be  applicable  not  just  for,  say,  a  firm  with  4,  8,  or  20  em- 
ployees that  doesn't  now  provide  coverage,  but  this  cap  would  be 
applicable  for  those  firms  with  low  wage  employees  who  presently 
provide  insurance,  too;  is  that  your  understanding? 

Ms.  Bass.  That  is  my  understanding. 
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Chairman  LaFalce.  That  is  my  explicit  understanding.  Let  me 
just  see  if  I  am  reading  you  right  right  now.  If  I  were  to  go  down 
this  table  and  say  where  are  they  coming  from,  I  would  say  nobody 
is  in  concrete,  it  is  fluid.  You  all  want  more  facts  on  the  table,  but 
Mr.  Petty,  I  see  you  leaning  for  conditionally  and  only  leaning,  cor- 
rect? 

Mr.  Petty.  Correct. 

Chairman  LaFalce.  I  would  put  the  NAM  in  the  same  category, 
and  I  would  put  National  Small  Business  United  in  that  category, 
and  I  would  put  the  U.S.  Chamber  of  Commerce  in  that  category. 
I  see  the  NFIB  and  the  National  Restaurant  Association  leaning 
against,  but  not  in  concrete,  still  wanting 

Mr.  Motley.  It  is  drying,  fast  drying  concrete. 

Chairman  LaFalce.  We  will  come  up  with  solutions  for  that.  We 
are  going  to  make  you  a  hero  before  it  is  over. 

Mr.  Motley.  Mr.  Chairman,  levity  aside,  I  think  that  is  a  fairly 
accurate  assessment  of  that. 

Chairman  LaFalce.  Fine.  Let's  go  into  some  specifics.  Let's  say 
some  of  the  things  that  bothered  me,  how  are  we  going  to  handle 
this  workmen's  comp?  We  can't  go  to  community  rating,  but  we  are 
going  to  have  community  rating.  How  do  we  have  two  rating  sys- 
tems, one  for  workmen's  comp  and  one  for  health  care  coverage  and 
full  workmen's  comp?  Any  ideas  on  that  other  than  recognizing 
that  it  is  a  problem? 

Mr.  Elmont.  It  is  very  confusing  when  you  talk  about  worker's 
comp  and  health  care.  What  is  conmsing  about  that  is  there  is  evi- 
dence throughout  every  State  in  America  that  the  States  can't  con- 
trol it,  that  Government  has  failed  in  the  worker's  comp  programs, 
so  to  exacerbate  by  rolling  in  a  new  initiative,  which  is  going  to  in- 
volve in  theory  every  American,  it  truly  confuses  me. 

Certainly,  workers  comp  premiums,  especially  my  industry,  are 
totally  out  of  control,  so  we  would  welcome,  my  sense  is,  doing 
some  of  the  same  kind  of  reforms,  malpractice  reform. 

Chairman  LaFalce.  That  is  a  component  of  the  overall  plan. 

Mr.  Elmont.  But  I  wouldn't  merge  the  two  unless  there  is  evi- 
dence that  shows  that  somebody  knows  how  to  manage  the  pro- 
gram. 

Chairman  LaFalce.  I  remember  doing  studies  way  back  in  the 
late  1970's  about  product  liability  insurance,  and  11  percent  of  all 
the  claims  that  have  been  filed  under  a  closed  study  were  based 
on  workplace  injuries,  and  that  accounted  for  44  percent  of  all  the 
costs.  What  percentage  of  businesses  pay  workmen's  comp  for  their 
employees?  Virtually  100  percent,  correct? 

Mr.  Elmont.  It  is  the  law. 

Chairman  LaFalce.  It  is  not  a  Federal  law.  It  is  a  State  law  and 
that  is  why  I  say  virtually  100  percent  because  there  are  little  nu- 
ances in  different  States  that  exempt  a  few  little  things,  but  vir- 
tually 100  percent,  so  it  is  a  mandate.  It  is  a  mandate  right  now, 
the  biggest  cost  to  a  lot  of  businesses,  and  in  the  restaurant  asso- 
ciation. 

Mr.  Elmont.  It  is  our  single  largest  payroll  cost. 

Chairman  LaFalce.  It  is  your  single  largest  payroll  cost  because 
you  pay  your  10-hour-per-week  employees  at  the  same  rate  that 
you  do  your  40-hour-per-week  employees.  Is  anybody  making  some 
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suggestions  to  the  administration  on  how  to  fold  workmen's  comp 
into  this  system?  Is  the  Chamber  or  National  Small  Business  Unit- 
ed, the  NAM  or  NFIB?  Are  we  giving  them  ideas  on  how  to  do  it 
in  the  best  possible  manner?  John? 

Mr.  Galles.  We  made  a  recommendation  following  our  initial 
meeting  with  Ira  Magaziner  back  in  February  which  focused  at  the 
time  they  were  talking  about  how  to  contain  costs,  what  system 
would  work.  At  the  time  they  were  talking  about  price  controls  and 
some  other  mechanisms  that  were  pretty  ominous.  The  piece  that 
still  seems  to  be  part  of  the  package  is  one  that  suggests  that  the 
health  care  alliances  will  have  some  budget  authority,  some — 
whether  they  are  targets,  whether  they  are  commitments,  expecta- 
tions, I  don't  know  quite  the  mechanism  yet,  but  I  think  it  is  im- 
portant to  understand  that  whether  it  is  workers'  compensation  or 
health  care,  these  are  services  delivered  locally,  and  it  is  on  the 
local  level  where  the  engagement  of  payers  and  providers  must 
take  place.  There  is  a  limit  to  what  payers  can  pay  for  the  services 
that  can  be  provided  within  a  community,  and  we  don't  believe  the 
dynamics  have  yet  been  put  into  place  with  the  Clinton  package 
that  actually  brings  payers  and  providers  together  to  focus  on  ei- 
ther the  growth  of  health  care  spending  in  their  community  or  the 
reduction  of  health  care  spending  in  their  community,  and  that 
would  affect  health  insurance  as  well  as  workers'  compensation 
coverage. 

We  think  that  is  an  important  dimension  that  deserves  further 
study  because  those  are  the  people  who  have  to  live  with  the  deci- 
sion. 

Chairman  LaFalce.  I  am  going  to  ask  each  of  you  to  send  me 
a  letter  in  writing  which  specifically  addresses  how  we  can  best 
fold  in  the  health  component  of  workers'  compensation  into  this  na- 
tional health  care  system,  OK?  I  want  to  know  what  the  pitfalls  are 
and  your  recommendations  for  dealing  with  it.  I  would  really  like 
to  know  that. 

I  am  going  to  ask  one  question,  then  we  will  go  to  others.  Mr. 
Motley,  David  Birch  says  there  are  different  types  of  small  busi- 
nesses, three  different  types.  What  are  they? 

Mr.  Motley.  He  takes  all  businesses  and  classifies  them  along 
the  lines — he  gives  them  animal  names.  One  are  elephants  which 
are  large  publicly  owned  corporations  who  are  not  creating  jobs. 
Another  is  mice,  those  are  the  new  businesses,  tens  of  thousands 
that  are  created  every  year  that  hired  their  first  number  of  employ- 
ees and  they  account  for  about  30  percent  of  the  jobs  created  in  the 
United  States  every  year,  and  the  others  are  gazelles,  which  are 
about  10  percent  of  the  community.  They  are  the  rapidly  growing 
firms  who  need  every  nickel  they  can  lay  their  hand  on  to  grow  and 
will  become  the  elephants  of  the  future. 

Chairman  LaFalce.  So  it  is  the  gazelles  that  are  really  the  job 
creators  of  the  future,  correct? 

Mr.  Motley.  I  don't  think  you  would  want  to  get  rid  of  the  30 
percent. 

Chairman  LaFalce.  No,  but  I  mean  it  is  the  gazelles  that  he 
said  are  really  the  major  job  producers? 

Mr.  Motley.  Correct. 

Chairman  LaFalce.  What  is  the  size  of  the  gazelle? 
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Mr.  Motley.  Do  you  want  its  weight?  No,  I  am  not  too  sure. 

Chairman  LaFalce.  My  point  is  you  are  very  concerned  about 
the  impact  of  this  on  job  creation,  and  if  it  is  the  gazelles  that  are 
the  primary  job  creators,  I  am  wondering  if  in  met — wouldn't  it 
be — I  suspect  that  most  gazelles  probably  provide  health  care  cov- 
erage right  now  and  would  be  helped  by  this  plan,  and  therefore 
we  would  help  them  and  we  would  help  trie  largest  job  creating  sec- 
tor of  the  business  community  create  even  more  jobs  under  this 
plan.  What  can  we  do  for  those  gazelles? 

Mr.  Motley.  I  suspect,  although  I  don't  have  the  answer  right 
now,  but  I  do  know  that  gazelles  are  represented  in  all  industries 
and  in  all  size  businesses.  There  is  a  set  of  characteristics  which 
determine  that  they  are  rapidly  growing. 

Chairman  LaFalce.  What  about  health  care  coverage?  It  is  my 
judgment  based  upon  my  knowledge  that  they  are  probably  up  in 
the  90  percent  range  as  is  the  NAM. 

Mr.  Petty? 

Mr.  Petty.  The  gazelles  in  our  industry  are  moving  so  fast  and 
so  profitably  that  they  have  risk  management  programs  and  they 
have  customized  programs  with  insurance  companies.  They  take 
care  of  themselves,  and  they  are  just  blowing  away  the  competition 
because  of  their  own  efficiency. 

Mr.  Motley.  John  mentions  a  good  point  to  me.  At  one  point  ga- 
zelles were  very  small  businesses,  though,  and  had  to  deal  with  all 
these  problems.  You  may  not  have  had  a  gazelle  if  you  had  all  of 
these  costs  laid  out.  If  the  cost  of  hiring  the  first  employee  is  up 
around  45  percent  of  payroll,  how  many  gazelles  would  refuse  to 
begin  to  run? 

Chairman  LaFalce.  What  is  the  startup  cost,  the  percentage 
startup  cost  of  a  new  business  of  workmen's  comp?  What  percent- 
age of  the  total  cost  is  workmen's  comp? 

Mr.  Motley.  I  can  get  you  the  answer.  I  don't  have  it. 

Mr.  Elmont.  I  don't  think  I  understand  the  question. 

Chairman  LaFalce.  I  want  to  start  up  a  business.  I  have  to  hire 
three  employees.  Of  my  percentage  of  costs,  how  much  of  that  is 
going  to  be  attributable  to  workmen's  comp? 

Mr.  Elmont.  Yes,  but  where  you  are  going,  I  don't  have  to  pro- 
vide health  insurance  for  them. 

Chairman  LaFalce.  I  am  not  asking  health  insurance,  I  am  ask- 
ing worker's  comp.  You  have  to  provide  worker's  comp. 

Mr.  Elmont.  Every  business  does. 

Chairman  LaFalce.  I  know.  What  percentage  of  your  payroll 
costs  are  going  to  be  attributable  for  those  four  employees  to  work- 
er's comp? 

Mr.  Elmont.  It  depends  on  where  you  live.  It  varies  each  State. 
Twenty  dollars  per  thousand  in  Massachusetts  for  a  restaurant. 

Chairman  LaFalce.  What  is  the  average? 

Mr.  Petty.  Twenty-nine  dollars  in  Pennsylvania  or  $8  in  Mis- 
souri, $20  in  Iowa,  right  across  the  State  line. 

Mr.  Motley.  National  average  is  3  percent  of  payroll  for  worker's 
comp. 

Mr.  Galles.  In  some  States  they  are  rated  by  industry  type  or 
size.  A  foundry  certainly  pays  a  much  higher  rate  for  worker's  com- 
pensation than  a  grocery  store  would. 


33 

Chairman  LaFalce.  The  Members  have  been  patient  with  me. 
Let  me  turn  to  other  Members.  Let  me  turn  to  Mr.  Huffington.  ^ 

Mr.  Huffington.  I,  unfortunately,  heard  only  two  members'  tes- 
timony but  not  the  others.  I  presume  I  have  a  feel  for  some  of  you 
from  my  staff.  When  I  was  campaigning  last  year  the  biggest  prob- 
lem I  heard  about  when  I  was  running  for  Federal  office  was  work- 
ers' compensation,  the  number  one  problem. 

The  number  two  problem  I  heard  were  little  kids  who  came  up 
to  me  and  said  our  schools  are  overcrowded.  Neither  of  which  in 
the  Federal  office  do  I  have  much  responsibility.  It  is  a  State  issue 
as  we  all  know.  Before  we  add  health  care  mandates  on  top  of 
workers'  compensation  costs,  I  think  we  have  got  to  reform  that 
system  and  whether  it  is  Federal  coverage  across  the  board  I  don't 
know,  but  in  California,  which  is  the  State  I  represent,  and  you 
may  have  heard  this  from  some  of  your  manufacturers  and  busi- 
nesses, I  think  their  costs  are  at  the  very  top  few  throughout  the 
States,  and  yet  the  benefits  going  to  the  employees  among  the  very 
lowest,  so  we  have  a  really  major  problem. 

I  mentioned  to  Senator  Boxer  from  our  State  that  I  thought  the 
Federal  Government  should  work  with  States  to  solve  the  Workers' 
Compensation  Program,  and  I  was  informed  that  States  don't  like 
to  hear  from  the  Federal  Government  on  their  legislation.  The 
other  thing,  mandates  don't  help  companies  grow.  I  have  never 
heard  of  one  mandate  that  helped  a  company  grow.  Hard  work, 
good  products,  good  people,  flexibility  and  responsible  tax  rates  are 
what  you  need  to  grow.  I  know  how  hard  it  is  to  make  a  living. 
I  came  up  from  a  middle  income  family,  and  we  were  successful. 
We  were  lucky.  I  want  to  see  the  engines  of  growth  in  this  country 
not  be  overly  mandated,  so  the  question  I  have  of  you  is  when  any 
of  you  who  are  in  favor  of  mandates,  if  any  of  you  are  in  favor  of 
them,  preferable  to  not  having  them,  did  you  individually  poll  all 
of  your  companies,  and  even  if  you  did,  does  that  cover  all  of  the 
businesses  in  your  sector  or  what  percentage  does  it  cover?  Because 
I  know  I  hear  time  and  time  again  big  companies  say  yes,  we  can 
afford  it,  and  we  will  do  it,  but  we  want  to  have  our  own  program. 
That  is  the  other  thing. 

A  mandate  will  mandate  to  each  one  of  you  the  type  of  program 
you  will  have,  and  for  those  of  you  who  are  self-insured,  that  is  out. 
For  those  of  you  who  have  a  Cadillac  Program,  you  will  have  to  go 
above  whatever  the  mandate  is.  The  question  I  have  is  do  all  of 
your  companies  want  a  mandate?  Whoever  would  like  to  answer  I 
would  appreciate  it. 

Mr.  Motley.  I  will  take  it  maybe  because  it  is  easiest  to  answer 
for  me.  We  do  poll  all  of  our  members  every  8  weeks  and  over  the 
last  decade  have  polled  them  on  that  question,  and  out  of  the — let's 
say  if  you  have  got  5  million  employers  in  the  country,  NFIB  rep- 
resents somewhere  in  the  neighborhood  of  1  in  10,  1  in  9  employers 
in  the  United  States,  and  we  poll  those  every  8  weeks. 

Roughly  100,000  to  120,000  of  them  respond,  a  pretty  good  sam- 
ple size.  On  this  particular  question  we  have  polled  just  8  weeks 
ago,  within  the  last  8  weeks. 

Mr.  Huffington.  How  many  responded  again? 

Mr.  Motley.  Between  100,000  and  120,000.  Frankly,  it  depends 
on  the  time  of  year.  August  we  get  a  lousy  response.  Everybody  is 
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on  vacation,  but  88  percent  of  the  membership  were  opposed  to  a 
Government  mandate  in  this  area,  and  that  has  been  fairly  con- 
stant. It  might  surprise  you  that  even  a  higher  number  are  opposed 
to  pay  or  play  or  payroll  tax  to  cover  it,  about  94  percent. 

Actually  they  are  getting  better  in  terms  of  the  single  payer  sys- 
tem, they  are  down  into  the  70's  opposing  now.  I  think  one  other 
point  I  would  like  to  make  when  you  talk  about  worker's  comp,  the 
real  frustration  for  employers  with  worker's  comp  is,  it  is  a  man- 
date and  they  have  no  control  over  it. 

In  the  health  care  area  there  are  things  we  all  can  do,  particu- 
larly if  you  are  self-insured,  but  if  it  is  a  mandate 

Chairman  LaFalce.  I  would  like  the  members  of  this  panel  to 
help  me  put  together  a  good  hearing  on  the  subject  of  worker's 
comp  and  why  those  costs  have  been  going  up  so  much. 

Mr.  Elmont.  The  answer  is  very  easy,  there  is  no  accountability 
on  the  user. 

Chairman  LaFalce.  I  don't  want  a  simple  answer.  I  want  an 
agenda  for  a  good  hearing  that  can  help  us  develop  that,  OK?  Do 
you  have  another  question? 

Mr.  Huffington.  Thank  you,  I  appreciate  that,  Mr.  Motley. 

Mr.  Bullock. 

Mr.  Bullock.  Well,  I  think  our  members,  particularly  the  small 
manufacturers  in  NAM  have  been  traditionally  opposed  to  man- 
dates. We  are  trying  to  keep  an  open  mind  in  this  debate.  If  we 
just  looked  at  manufacturing  with  97  percent  health  care  coverage, 
this  is  a  solution  looking  for  a  problem.  However,  we  do  recognize 
that  nonetheless,  a  fair  segment  of  our  cost  is  due  to  cost  shifting 
due  to  underpayment  in  other  areas.  We  want  to  take  a  look  at  the 
big  picture. 

To  the  best  of  my  knowledge,  I  don't  think  we  have  been  privy 
to  any  White  House  briefings  at  NAM. 

Chairman  LaFalce.  I  suspect  you  will  be  within  the  week. 

Mr.  Bullock.  I  certainly  would  say  that  once  we  see  the  details 
of  the  proposal,  we  would  like  to  play  an  active  part  in  discussing 
it,  so  as  to  workmen's  comp,  a  very  complex  issue.  I  don't  think 
that  there  is  a  lot  of  knowledge  about  how  to  solve  this  problem. 
You  have  got  to  see  that  it  probably  needs  better  definition.  We  do 
very  well  in  managing  our  workmen's  comp  premiums  through  pri- 
vate resources.  If  we  had  to  go  by  the  State  rate  it  would  be  disas- 
trous for  us.  We  also  do  a  pretty  good  job  of  managing  our  health 
care  costs.  We  have  created  jobs — we  have  doubled  our  employment 
in  the  past  5  years,  so  I  guess  maybe  we  are  one  of  those  gazelle 
companies,  tripling  our  sales  in  the  same  period,  and  I  have  got  a 
controllers  Jim  Winters  that  sure  didn't  figure  he  would  be  nego- 
tiating health  care  contracts  when  he  came  to  work  for  us,  but  he 
has  done  a  wonderful  job,  so  it  is  a  workable — we  have  market 
mechanisms;  we  should  use  them. 

Mr.  Huffington.  The  question  I  would  leave  for  you,  then,  to 
ponder  is  that  we  all  want  cost  control  obviously  in  health  care  be- 
cause it  has  gone  up  so  much.  The  question  is,  can  you  think  of 
one  other  Government-mandated  Program  that  has  been  better  at 
controlling  costs  than  the  individual  responsibility  of  the  firms  who 
do  it  themselves  in  any  segment  that  you  deal  with? 
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Ms.  Bass.  I  would  like  to  address  that  question  simply  by  saying 
that  what  most  of  these  groups  are  for  is  a  system  of  managed  com- 
petition, which  means  we  want  the  marketplace  to  work  like  a 
market.  We  want  public  accountability  from  providers — doctors  and 
hospitals — so  that  when  we  go  out  to  negotiate  plans,  we  actually 
know  what  we  are  buying.  It  is  amazing,  but  Reading  Hospital  in 
Reading,  Pennsylvania,  does  a  bypass  for  $21,000  a  year,  kills 
fewer  people  than  expected  given  how  sick  they  were  coming  in, 
whereas  one  of  the  Philly  hospitals  does  them  for  $86,000  and  kills 
more  people  than  expected.  That  kind  of  information  is  what  we 
need,  and  we  are  not  asking  for  the  Government  to  do  the  cost  con- 
tainment. 

What  we  are  asking  for  is  some  help  in  structuring  a  system  in 
which  the  insurers  have  to  deliver.  If  I  want  to  enroll  they  have 
to  enroll  me.  They  have  to  give  me  some  level  of  community  rating. 
Maybe  we  don't  want  young  people  fully  subsidizing  older  people, 
but  we  do  want  to  spread  the  risk  of  illness.  We  are  looking  for  a 
restructured  system  in  which  providers  will  actually  compete  for 
business  instead  of  just  assuming  it  is  all  going  to  flow  to  them  and 
they  are  going  to  induce  demand.  That  is  what  we  are  looking  for. 

Mr.  HUFFINGTON.  I  am  in  full  agreement  with  you  on  competi- 
tion, but  there  is  a  difference  obviously  in  health  care  than  there 
is  in  manufacturing  a  product  if  we  can  do  what  you  want  done  in 
health  care.  I  hope  we  can  do  the  same  thing  with  law  firms  when 
they  represent  us. 

Chairman  LaFalce.  Mr.  Wyden. 

Mr.  Wyden.  Thank  you,  Mr.  Chairman.  You  all  have  been  very 
helpful.  Ms.  Bass,  I  pretty  much  share  your  view  with  respect  to 
how  to  make  a  market  in  health  care.  I  mean,  the  fact  of  the  mat- 
ter is  today  most  Americans  can  get  access  much  easier  to  informa- 
tion about  a  breakfast  cereal  than  they  can  get  access  to  informa- 
tion about  health  providers,  and  that  is  one  of  the  things  that  is 
going  to  have  to  change,  and  your  point  is  a  very  good  one. 

I  think  the  whole  panel  has  been  excellent,  and  it  seems  to  me 
you  all  are  moving  and  now  moving  at  a  pretty  good  rate  toward 
helping  us  answer  the  question  as  to  what  is  fair  to  ask  of  small 
business  as  part  of  this  health  reform  bill.  When  we  vote  on  it,  we 
are  going  to  be  making  just  about  everybody  mad — trial  lawyers 
are  going  to  be  unhappy  because  there  is  going  to  be  changes  in 
medical  malpractice,  the  insurance  companies  are  going  to  be  un- 
happy because  we  are  not  going  to  let  them  cherry  pick  anymore, 
and  just  send  the  sick  people  off  to  Government  Programs  that  are 
sicker  than  they  are.  So  they  are  going  to  be  unhappy. 

The  drug  companies  are  going  to  be  unhappy  because  there  is 

foing  to  be  some  limits  in  terms  of  their  prices.  We  are  going  to 
e  pretty  much  making  everybody  unhappy  in  this.  It  seems  to  me 
that  you  don't  have  to  do  it  today.  Before  we  get  to  the  end  of  the 
line  and  actually  vote  we  are  going  to  have  to  have  a  very  precise 
answer  as  to  what  is  fair  to  ask  of  small  business.  We  ask  the 
wrong  thing  or  set  it  up  in  a  bad  way,  we  are  going  to  put  a  lot 
of  small  businesses  out  of  business,  and  then  nobody  is  going  to 
have  a  job,  let  alone  be  in  a  position  to  get  any  health  care,  so  I 
appreciate  the  progress  that  is  being  made,  and  frankly  it  is 
progress. 
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I  remember  back  in  the  days  when  I  was  co-director  of  the  Gray 
Panthers  we  would  have  a  discussion  of  health  reform  and  all  we 
would  talk  about  is  what  you  couldn't  do.  Now  we  are  talking  about 
some  of  the  things  that  you  can  do. 

Let  me,  if  I  might,  ask  a  couple  of  questions  so  we  can  get  a  few 
things  on  the  record  and  one  that  I  have  been  asked,  a  part  of  this 
discussion  is  based  on  the  idea  that  my  understanding  is  that  some 
of  you  not  only  represent  small  businesses  and  are  strong  advo- 
cates here  in  Washington,  but  you  also  provide  a  service  to  your 
membership  in  the  form  of  offering  the  health  purchasing  group 
right  through  your  people.  Is  that  correct?  If  so,  maybe  we  would 
just  go  down  the  line  and  see  who  is  running  a  health  purchasing 
group. 

Mr.  Petty.  We  are  not. 

Mr.  Bullock.  We  are  not. 

Mr.  Motley.  We  tried  and  failed. 

Mr.  Galles.  We  have  three  organizations  within  our  affiliation 
who  are  working  to  provide  purchasing  groups. 

Mr.  Elmont.  The  National  Restaurant  Association  doesn't,  but 
our  State  associations  sometimes  selectively  do. 

Ms.  Bass.  The  U.S.  Chamber  doesn't,  but  a  lot  of  the  local  cham- 
bers do. 

Mr.  Wyden.  I  think  it  would  be  very  helpful  and  I  think  you  can 
understand,  I  don't  want  us  to  get  to  the  end  of  the  line  and  be 
working  on  something  and  have  a  bunch  of  opponents  suddenly 
say,  oh,  there  is  conflicts  of  interest  in  terms  of  small  business  com- 
munity. If  you  three  that  are  involved  in  some  aspect  of  this  could 
furnish  to  the  Chairman  as  part  of  the  record  how  your  organiza- 
tions are  involved,  I  think  that  would  be  very  helpful. 

Chairman  LaFalce.  Or  your  State  affiliates. 

Mr.  Wyden.  Your  national  or  your  States  and  understand  this  is 
not  accusing  anybody  of  any  wrongdoing  or  anything  of  the  sort.  I 
just  don't  want  to  get  to  the  end  of  the  line  here. 

Chairman  LaFalce.  Don't  give  in  to  the  status  quo.  You  have 
been  attempting  to  do  something  good  for  your  constituents. 

Mr.  Wyden.  Perhaps  the  most  striking  thing  to  me  this  morning, 
and  I  have  been  sitting  for  about  2V2  hours  now  is  that  nobody  has 
ever  mentioned  the  word  "quality"  in  health  care.  All  we  have  been 
doing  is  talking  about  costs,  and,  of  course,  the  costs  are  exploding, 
and  it  seems  to  me  that  if  the  whole  debate  is  just  skewed  on  costs 
and  we  don't  look  at  ways  to  ensure  quality,  we  are  going  to  have 
a  lot  of  unhappy  people,  your  employees,  our  constituents,  and  I 
just  wonder  if  any  of  you,  before  we  get  up  after  a  3-hour  hearing 
or  so  want  to  add  anything  about  quality  and  what  you  want  to  see 
done,  because  I  find  it  very  striking  that  we  can  talk  for  hours  and 
hours  on  end  and  not  mention  it. 

Mr.  Elmont.  I  think  you  hit  a  quintessential  part  of  health  care. 
Quality  is  only  going  to  come  when  people  are  accountable  and  peo- 
ple are  involved  in  paying  for  the  product.  If  they  get  something 
for  nothing,  that  is  what  they — how  they  value  it,  so  when  you 
have  sharing  of  cost  by  both  the  employee,  employer  or  the  insured 
and  uninsured,  that  is  where  quality  comes  in,  so  if  I  am  paying 
as  an  insured  person  for  tests,  I  am  going  to  ask  questions.  I  use 
the  analogy  if  I  buy  a  new  car  that  is  under  warranty,  I  go  in  and 
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I  ask  them  to  do  everything  possible  under  warranty.  The  moment 
the  warranty  runs  out  on  that  car  I  go  in  for  a  tune  up.  I  question 
the  heck  out  of  them  because  I  am  not  going  to  pay  a  cent  more 
than  I  should. 

If  people  in  America  had  to  be  accountable  for  their  health  care 
bill,  take  money  out  of  their  pocket,  they  would  search  for  quality, 
they  would  search  for  whether  they  are  going  to  buy  a  Chevy  or 
a  Cadillac.  They  would  make  the  difference,  and  that  system  cur- 
rently in  America  does  not  exist,  and  that  is  what  is  sad. 

Mr.  Wyden.  I  saw  you  shaking  your  head,  Ms.  Bass. 

Ms.  Bass.  I  think  that  is  a  good  point— that  when  people  have 
to  be  themselves  more  personally  accountable  for  the  dollars,  they 
think  about  what  they  are  buying.  But  it  is  very  hard  as  a 
consumer  to  judge  the  quality  of  your  physician.  Although  I  know 
that  the  folks  doing  outcomes  research  have  found  that  actually  the 
more  technical  indicators  of  quality  that  they  use  track  very  closely 
with  patient  satisfaction.  What  we  would  expect  to  see  in  a  man- 
aged competition  is  any  health  plan  offering  coverage  through  the 
purchasing  cooperative  would  have  to  provide  information  on  qual- 
ity, and  that  would  have  to  include  patient  satisfaction,  so  you 
would  both  have  the  more  dispassionate  measure  of  quality  and  the 
patents.  This  is  our  C-section  rate,  this  is  our  bypass  rate,  here  is 
the  national  average,  here  is  what  we  do. 

I  would  commend  to  you 

Mr.  Wyden.  My  time  is  going  to  be  short.  Let  me  ask  you,  be- 
cause I  think  I  know  what  you  support.  You  are  talking,  then, 
about  the  idea  of  these  report  cards? 

Ms.  Bass.  Yes,  a  la  "Health  Pages." 

Mr.  Wyden.  A  la  health  pages.  So  you  would  see  that  as  some- 
thing that  your  members  at  the  chamber  would  see  as  a  measure 
of  quality  and  one  way  to  be  involved  at  local  levels  and  involved 
in  putting  together  those  report  cards. 

Ms.  Bass.  That  is  not  to  say  we  don't  also  believe  that  a  lot  of 
the  business  health  coalitions  that  are  doing  the  very  difficult  work 
right  now,  Marilyn  Bell's  group  in  central  Florida,  we  can  go  on 
with  COST,  on  and  on,  are  not  doing  very  important  work,  and 
they  are  working  very  closely  with  the  providers  who  work  to  im- 
prove care.  As  you  all  know,  peer  pressure  among  doctors  is  a  great 
thing.  They  all  egg  each  other  on  to  get  better  and  better.  It  is  very 
hard  as  a  physician  to  keep  up  with  what  is  cutting-edge  treat- 
ment. Practice  guidelines  help  with  that. 

Mr.  Elmont.  Just  one  point.  Because  as  a  trustee  of  a  couple  of 
hospitals  I  think  it  is  relevant.  Quality  is  very,  very  important,  but 
the  consumers,  the  people  who  are  using  health  care  only  go  within 
a  local  area,  so  you  can  talk  about  quality  all  you  want,  but  if  you 
are  in  the  middle  of  Montana  where  there  is  only  one  hospital,  it 
really  doesn't  matter  how  much  information  you  give  them  because 
there  is  only  one  provider  of  that  service,  so  you  need  to  think 
about  that.  Consumers  are  smart. 

Mr.  Bullock.  Just  in  our  own  case  as  self-insured  and  paying 
all  the  bills,  we  work  very  hard  in  educating  our  employees  and 
their  families  to  become  wise  health  care  consumers.  We  also  work 
very  hard  in  selecting  the  preferred  provider  organization  to  make 
sure  they  have  a  good  array  of  physicians  and  services  available. 
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My  wife  is  a  registered  nurse.  She  assists  in  that  evaluation;  and 
I  think  it  is  important  that  people  have  some  choice  in  selecting 
their  physicians.  She  asks  what  do  you  call  the  physician  that 
graduates  last  in  their  medical  class?  It  is  "doctor." 

Mr.  Petty.  I  just  have  a  quick  comment.  I  testified  before  the 
Health  Care  Task  Force  and  suggested  briefly  that  perhaps  one  of 
the  ways  of  cutting  costs  was  to  shut  off  the  x-ray  machines  and 
just  as  a  warning  to  anybody  who  testifies  on  behalf  of  health  care 
reform,  2  days  later  I  was  in  the  hospital  for  kidney  stone  surgery, 
and  in  3  days  there  was  a  $19,000  bill. 

The  smallest  part  of  that  total  bill  here  in  Fairfax  County  was 
the  doctor's  fees.  For  45  minutes  of  one  machine  the  bill  was 
$7,000.  My  experience  with  3  days  in  Fairfax  hospital  was  that  this 
is  probably  the  best  health  care  system  in  the  world. 

Now,  in  meeting  with  Hillary  Clinton  yesterday  she  made  an 
aside  about,  well,  does  the  $300,000  doctor  really  need  to  go  to 
$400,000.  Frankly,  I  would  not  want  to  put  a  cap  on  the  doctor's 
potential  livelihood,  at  least  the  one  that  worked  on  me,  and  I 
would  be  very  concerned  about  the  reduction  in  the  quality  overall. 
There  are  gazelles  in  the  medical  field  as  well. 

Mr.  Wyden.  One  of  the  reasons  that  I  ask  about  it  is  that  it 
seems  to  me  there  are  some  models  out  there  that  allow  us  to  get 
cost  containment  and  insure  that  we  have  good  quality.  One  of 
them  is  this  point  of  service  health  maintenance  organization.  I 
don't  know  if  you  all  are  familiar  with  it,  but  it  is  an  area  that  I 
have  been  pushing  the  White  House  on  strongly. 

It  in  effect  is  an  option  that  says  if  you  belong  to  a  closed  panel 
program,  a  managed  care  organization,  HMO,  if  you  stay  in  the 
closed  panel,  of  course  you  get  the  reduced  rates,  you  pay  a  little 
bit  more,  but  you  can  go  out,  you  can  go  outside  and  see  anybody 
you  want.  In  the  good  point  of  service  HMO's,  though,  very  few 
people  go  out  because  the  closed  panel  is  trying  to  keep  quality  up 
and  trying  to  give  people  good  service  so  that  they  are  not  running 
the  prospect  of  people  leaving,  pretty  good  balance  between  cost 
containment  and  quality  of  care. 

As  I  say,  to  sit  for  2V2  hours  and  talk  just  about  costs  for  hour 
after  hour  and  not  hit  this  quality  issue  I  think  is  going  to  cause 
us  problems,  and  we  will  want  to  talk  to  you  some  more  about  it. 

The  last  question  I  wanted  to  ask  dealt  with  Hawaii.  As  you 
know,  Hawaii  has  what  amounts  to  a  full-fledged  program  that 
says  that  employers  have  a  significant  role  in  offering  health  care 
to  their  citizens  as  part  of  the  cost  of  doing  business.  There  are  no 
free  goods  in  our  society.  Everything  that  is  required  is  going  to  be 
factored  in.  It  is  going  to  be  socialized  into  the  cost  of  doing  busi- 
ness. I  am  curious  whether  you  all  think  Hawaii  is  just  an  anom- 
aly, whether  it  is  possibly  an  insular  society  where  it  may  work 
there  but  it  won't  work  anywhere  else. 

Maybe  we  will  start  with  you  on  that,  Mr.  Motley.  What  is  your 
sense  about  Hawaii,  is  this  just  a  unique  situation  and  something 
with  no  precedent  value  or  how  do  you  read  it? 

Mr.  Motley.  The  best  way  probably  is  to  answer  with  a  storv  ex- 
cept to  say  that  we  do  think  there  are  some  unique  aspects  of  Ha- 
waii that  would  be  very  difficult  to  it  being  applied  to  the  contig- 
uous 48  States.  I  served  on  the  National  Advisory  Committee  for 
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Small  Business  Administration  during  several  of  the  last  adminis- 
trations, and  during  the  last  administration  before  this  one  was 
Pat  Saiki,  and  of  course  she  picked  her  chairperson  from  Hawaii 
who  was  a  restaurateur  from  Hilo,  had  about  80  employees  and 
when  he  assumed  the  job,  and  it  was  only  for  about  2  or  2V2  years, 
that  is  as  long  as  she  was  there,  he  tried  to  convince  an  awful  lot 
of  people  on  the  National  Advisory  Committee  that  the  Hawaii  sys- 
tem was  great  and  that  it  was  probably  something  that  could  be 
copied. 

Well,  when  the  new  administration  came  in  and  he  was  leaving, 
he  was  almost  180  degrees  the  opposite  way.  He  wrote  every  single 
Member  of  Congress  and  anybody  he  could  talk  to  and  say  that  you 
don't  want  to  burden  employers  with  something  they  have  abso- 
lutely no  control  over,  and  in  fact  he  was  the  one  who  gave  me  the 
analogy. 

I  was  very  surprised  because  over  the  last  couple  years  it  ap- 
pears that  Hawaii  has  begun  to  have  many  of  the  same  problems 
we  are  experiencing  here,  and  the  employers  in  Hawaii  do  not  have 
the  options  that  employers  have  here  in  trying  to  deal  with  it,  so 
he  is  really  down  on  it,  and  one  of  the  things  that  we  are  going 
to  try  to  do  and  probably  we  should  have  done  before  now  since  we 
have  about  20  percent  of  the  Hawaiian  business  community  as 
NFIB  members,  is  do  some  in-depth  surveying  of  that  and  we  will 
be  happy  to  turn  that  over  to  you,  Mr.  Wyden. 

Mr.  Wyden.  Are  there  any  others  that  want  to  comment? 

Mr.  Elmont.  Our  data  shows  that  some  restaurateurs  that  were 
marginal  are  now  bankrupt  because  that  just  pushed  them  over  the 
brink  because  of  the  labor  intensiveness  of  our  industry. 

Chairman  LaFalce.  Mr.  Torkildsen. 

Mr.  Torkildsen.  Thank  you,  Mr.  Chairman.  I  want  to  thank  you 
for  holding  this  hearing,  commend  you  on  your  idea  to  have  a  hear- 
ing on  worker's  comp;  and  in  the  same  line,  if  you  might  think 
about  having  a  hearing  on  liability  insurance,  every  small  business 
is  affected  by  that,  enough  are  that  I  think  it  would  be  helpful,  too. 

Chairman  LaFalce.  This  committee  has  had  about  30  hearings 
over  the  years  on  liability  insurance,  but  we  will  have  some  more. 

Mr.  Torkildsen.  For  the  freshmen  members  of  the  panel,  it 
would  be  much  appreciated. 

I  don't  want  to  rehash  everything  that  was  gone  over,  but  for  Mr. 
Elmont,  given  the  nature  of  the  restaurant  business  where  you 
have  a  lot  of  workers  who  don't  spend  their  entire  career  at  one  es- 
tablishment, the  whole  issue  of  preexisting  conditions  in  your  per- 
spective from  a  board  member  at  two  hospitals,  too,  has  the  Res- 
taurant Association  taken  any  position  on  that? 

Is  there  some  way  without  totally  turning  the  health  care  system 
on  its  head  and  not  putting  an  incredible  burden  on  employers  that 
we  can  address  that? 

I  see  that  has  to  be  part  of  any  reform  we  have.  Do  you  have 
any  suggestions? 

Mr.  Elmont.  I  think  the  entire  panel  probably  agrees  that  we 
don't  want  insurance  companies  cherry-picking,  so  if  whatever  plan 
is  enacted,  short  of  mandates,  we  believe  that  the  insurance  compa- 
nies should  be  doing  pools  and  that  everybody  should  be  allowed 
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in  regardless  of  their  conditions.  If  that  happens,  that  will  level  the 
playing  field. 

That  is  very,  very  important  to  us.  Also,  of  course  with  a  300  per- 
cent turnover  rate  in  our  industry  because  of  the  nature  of,  stu- 
dents taking  jobs  and  part-time  workers  and  whatever,  the  port- 
ability of  health  insurance  is  also  fascinating  and  quite  helpful  to 
us. 

Mr.  Torkildsen.  I  will  just  say  that. 

Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Thank  you. 

Just  a  few  more  questions  before  we  wrap  this  up.  We  have  a  lot 
of  different  classifications  of  businesses  in  the  United  States,  man- 
ufacturing, service.  We  have  a  million  and  one  industrial  codes. 
But  an  awful  lot  of  our  businesses  are  involved  in  international 
trade  and  a  lot  of  our  businesses  have  nothing  to  do  with  inter- 
national trade.  The  National  Association  of  Manufacturers,  for  ex- 
ample, I  think  a  high  percentage  of  yours  would  be  involved  in 
international  trade;  and  National  Restaurant  Association,  I  would 
say  almost  zero. 

Mr.  Elmont.  Well,  we  have  franchises  all  over  the  world. 

Chairman  LaFalce.  Sure. 

Mr.  Elmont.  Corporate  offices. 

Chairman  LaFalce.  But  your  businesses  in  the  United  States 
are  not  involved  in  international  competition.  OK.  So  whether  we 
do  or  don't  do  something  on  health  care  is  going  to  affect  your  type 
of  business,  Mr.  Bullock,  in  international  competition. 

Whether  we  do  or  don't  do  something  in  health  care  won't  affect 
your  business,  Mr.  Elmont,  in  international  competition.  So  if  we 
impose  an  additional  cost  on  your  businesses,  the  competitors  who 
would  benefit  from  those  who  can't  cut  the  mustard  would  be  other 
American  restaurants,  correct?  They  wouldn't  be  international  res- 
taurants; it  would  be  other  American  restaurants? 

Mr.  Elmont.  That  would  benefit? 

Chairman  LaFalce.  In  other  words,  you  have  got  a  pool  of  res- 
taurants, X  number,  and  if  there  are  some  who  do  go  out  of  busi- 
ness, the  others  who  are  going  to  absorb  that  business  would  be 
other  American  restaurants,  correct? 

Mr.  Elmont.  Yes,  I  am  with  you.  I  am  fine. 

Chairman  LaFalce.  The  pie  would  still  be  100  percent  American 
jobs,  whereas  if  we  could  alleviate  the  problems  of  health  care  costs 
experienced  by  your  93  to  97  percent  of  your  businesses  who  pro- 
vide coverage,  you  would  be  advancing  American  jobs  because  of 
the  fact  that  you  have  international  competition. 

I  am  just  trying  to  look  at  this  from  a  perspective  of  inter- 
national trade,  and  it  would  seem  to  me  that  the  companies  that 
would  be  most  likely  to  be  advantaged  would  be  involved  in  inter- 
national trade  and  the  companies  that  are  least  likely  to  be  advan- 
taged would  not  be  involved  in  international  trade.  Maybe  that  is 
true  but  maybe  it  is  not  true.  It  is  probably  true  with  respect  to 
the  National  Restaurant  Association. 

Mr.  Bullock.  It  is  a  fairly  complex  issue.  We  are  just  getting 
started  in  international  trade,  exhibiting  our  product  lines  at  the 
Hanover  Trade  Fair,  our  own  company. 
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Chairman  LaFalce.  You  mean  your  own  personal  company  as 
opposed  to  your  association? 

Mr.  Bullock.  Yes.  Many  of  our  larger  members  are  multi- 
national selling  around  the  world,  and  in  some  cases  their  health 
care  costs  are  disadvantageous.  In  other  cases,  they  have  better 
health  care  costs.  I  am  thinking  of  countries  like  Germany  as  an 
example. 

Chairman  LaFalce.  Let's  talk  about  that.  Let's  go  to  your  charts, 
Ms.  Bass. 

It  is  true  that  health  care  costs  as  a  percentage  of  GNP  are  14 
percent  in  the  United  States;  right? 

Mr.  Elmont.  Right. 

Chairman  LaFalce.  It  is  true  that  in  virtually  every  other  coun- 
try they  are  10  percent  or  less;  is  that  correct? 

Ms.  Bass.  Canada  is  around  12. 

Chairman  LaFalce.  I  thought  Canada  was  around  10  percent? 

Ms.  Bass.  I  don't  think  now. 

Chairman  LaFalce.  I  think  now,  too.  I  just  came  back  from  a 
meeting  where  they  gave  a  presentation  and  they  said  they  were 
at  10.  This  was  about  a  month  ago. 

Ms.  Bass.  I  buy  it. 

Chairman  LaFalce.  Let's  go  on.  Let's  go  to  your  chart  that  says 
the  problem  is  not  confined  to  the  United  States.  You  have  a  chart 
here  that  is  dated  1989,  but  has  data  that  only  goes  as  far  as  1987. 

Ms.  Bass.  It  is  very  difficult— it  is  often  difficult  to  get  inter- 
national data  up  to  date. 

Chairman  LaFalce.  It  is  difficult,  but  it  is  possible.  Doesn't  the 
OECD  have  up-to-date  data  at  least  to  the  year  1991,  maybe  the 
year  1992?  Can't  we  get  at  least  4  or  5  years  more  recent  data  with 
respect  to  growth  rate  if  we  go  to  the  OECD? 

Ms.  Bass.  Probably.  I  don't  have  it  on  this  chart,  obviouslv. 

Chairman  LaFalce.  No,  I  know  it  isn't  on  this  chart  and  I  know 
it  exists.  It  seems  to  me  if  we  did  get  the  data  that  exists  and  put 
it  on  a  chart,  you  would  show  considerably  higher  increases  per 
annum  in  the  United  States  than  in  any  other  country. 

John? 

Mr.  Galles.  Mr.  Chairman,  I  think  the  issue  goes  well  beyond 
what  you  are  addressing. 

Chairman  LaFalce.  I  just  wanted  to  clarify  that,  though. 

In  other  words,  I  think  that  the  increases  per  annum  in  the 
United  States  from  1988,  1989,  1990,  1991,  and  1992  have  been 
much,  much  higher  than  the  increases  in  Canada,  France,  Ger- 
many, Italy,  Japan,  and  the  United  Kingdom  in  those  5  years. 

Ms.  Bass.  But  at  the  same  time,  nonetheless,  Germany,  for  ex- 
ample, just  passed  very  strict  new  regulations  on  where  doctors  can 
practice  and  all  those  sorts  of  things  because  they  are  feeling  that 
growth.  . 

Chairman  LaFalce.  Right,  they  are  all  experiencing  growth,  but 
I  think  that  the  growth  rate  in  the  United  States  the  past  5  years 
has  been  even  higher  than  the  growth  rate  in  the  other  countries. 

Ms.  Bass.  That  is  probably  true.  We  have  higher  technology  driv- 
en-cost  increases. 

Mr.  Galles.  One  of  the  fastest  growing  sectors  for  employment 
in  the  United  States  is  the  health  care  industry. 
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Chairman  LaFalce.  I  realize  that. 

Mr.  Galles.  So  in  fact,  some  of  those  increases  affect  job  creation 
in  this  country.  President  Clinton  in  Tokyo 

Chairman  LaFalce.  An  awful  lot  of  those  jobs  are  paperwork 
jobs  that  contribute  to  the  administrative  burden;  they  are  not 
value-added  jobs.  They  don't  provide  better  health  care. 

Mr.  Galles.  They  also  reduce  our  unemployment  compensation 
costs  and  a  number  of  other  costs  the  Government  subsidizes. 

Chairman  LaFalce.  They  are  paper-pushing  jobs.  It  is  not  the 
type  of  jobs  we  want  to  create.  We  want  to  reduce  the  administra- 
tive costs  of  health  care  as  a  component  of  overall  health  care  costs. 

Now,  if  you  agree  with  that  theory,  that  we  want  to  reduce  the 
administrative  costs  of  health  care,  then  we  are  going  to  have  to 
reduce  some  of  those  jobs  in  administration,  too. 

Mr.  Galles.  I  don't  have  a  problem  reducing  the  paper  costs.  I 
do  have  a  problem  when  we  reduce  the  innovation  and  the  creativ- 
ity of  some  of  our  pharmacy  industries,  some  of  our  technology 
companies  that  are  creating  businesses. 

Chairman  LaFalce.  Me,  too. 

Mr.  Galles.  Creating  products  that  are  marketed 

Chairman  LaFalce.  But  the  cost  of  the  same  quantity  of  the 
same  drug  in  the  United  States  as  compared  to  the  cost  of  the 
same  quantity,  the  same  drug  in  Canada,  France,  Germany,  Italy, 
Japan  and  the  United  Kingdom  is  probably  going  to  be  two,  three, 
four  times  as  high.  We  have  got  to  get  those  drug  costs  in  the  Unit- 
ed States  under  control.  We  are  subsidizing  the  rest  of  the  world, 
and  you  know  it. 

Mr.  Elmont.  We  are  a  small  business,  so  we  don't 

Mr.  Galles.  Let's  also  look  at  the  fact  that  both  Germany  and 
Japan  are  experiencing  the  worst  growth  that  they  have  had  over 
the  last  20  or  30  years.  Europe  has  a  9  percent  unemployment  rate 
and  United  States  has  a  7  percent  unemployment  rate,  so  appar- 
ently the  United  States  is  still  doing  some  things  right  in  terms  of 
job  creation. 

Chairman  LaFalce.  Sure.  Absolutely.  Absolutely.  We  are  focus- 
ing on  health  care  now.  I  don't  think  anybody  is  contributing  their 
problems  to  the  health  care  system. 

Mr.  Motley,  you  asked  how  we  know  global  budgets  can  work? 
Untried,  untested?  Haven't  global  budgets  been  tried  by  a  number 
of  other  countries?  It  is  really  not  all  that  new;  is  it? 

Mr.  Motley.  I  guess  we  could  call  some  of  the  things,  particu- 
larly in  Germany,  a  global  budget.  I  think  the  systems  are  dif- 
ferent. 

Chairman  LaFalce.  Are  you  against  the  concept  of  global  budg- 
eting? 

Mr.  Motley.  Yes. 

Chairman  LaFalce.  You  are  against  the  concept  of  global  budg- 
eting. 

Mr.  Petty,  is  your  organization  for  or  against  the  concept  of  say- 
ing this  is  a  set  amount  of  money,  we  are  going  to  have  to  live 
within  the  means  or  the  amount  of  money  we  set  aside? 

Mr.  Petty.  Conceptually,  yes. 

Chairman  LaFalce.  You  are  for  it? 

Mr.  Petty.  Conceptually  we  are  against  it. 
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Chairman  LaFalce.  Conceptually  you  are  against  the  concept  of 
saying  that  there  shall  be  a  finite  amount  of  money  we  spend  on 
health  care  and  we  have  to  live  within  those  confines?  I  think  that 
is  implicit  within  any  plan  that  is  going  to  control  costs. 

Mr.  Elmont.  Not  if  you 

Chairman  LaFalce.  Ms.  Bass. 

Mr.  Elmont.  We  are  both  simultaneously  saying  the  same  thing. 

Ms.  Bass.  Mr.  Elmont  and  I  just  said  not  if  you  structure  the 
market  properly. 

Mr.  Galles.  We  have  added  something  a  little  different  to  that. 
We  made  the  recommendation  to  Mr.  Magaziner,  and  we  will  con- 
tinue to  make  it,  and  we  would  suggest  that  these  judgments  are 
better  made  on  the  local  level  between  payers  and  providers,  not 
something  that  comes  from  the  top  down,  but  something  that  is 
built  from  the  local  level  up. 

Chairman  LaFalce.  But  the  idea  of  giving  these  health  care  alli- 
ances a  budget  and  saying  live  within  this  global  budget,  a  global 
budget  for  the  health  care  alliances. 

Mr.  Galles.  That  is  the  dynamic  that  is  missing  in  the  alliances 
at  this  point,  Mr.  Chairman. 

Chairman  LaFalce.  What  dynamic? 

Mr.  Galles.  The  dynamic  of  a  negotiation  between  payer  and 
provider.  The  alliance  at  this  point  in  time  is  simply  a  collection 
mechanism  for  purchasers,  it  is  a  purchasing  pool.  It  is  not  in  the 
business  of  managing.  There  is  some  deviation  in  terms  of  defini- 
tions about  whether  or  not  they  get  into  the  actual  management  of 
health  care  costs. 

Mr.  Motley.  Mr.  Chairman,  there  is  another  important  factor 
here. 

When  I  participated  with  the  Governors  Association,  they  had  a 
panel  of  experts  in  all  facets  of  health  care,  and  they  agreed  unani- 
mously that  the  data  does  not  exist  within  the  Federal  Govern- 
ment. We  don't  collect  the  data  needed  to  set  a  global  budget.  We 
simply  don't  know  certain  things,  so  that  if  you  look  at  the  Na- 
tional Governors  Association  language  on  global  budgets,  if  you 
look  at  the  first  draft  which  was  in  favor  of  it  to  what  they  came 
out  in  the  end,  which  was  simply  to  begin  collecting  the  data  so 
that  we  could  make  better  judgments,  it  is  based  upon  the  fact  that 
we  don't  have  the  information  we  need  right  now  to  set  it. 

That  is  why  I  said  nobody  can  tell  me  how  it  is  going  to  work. 

Chairman  LaFalce.  We  are  going  to  have  to  work  to  get  there 
in  the  future,  too.  Let's  talk  about  Medicare  for  a  second— not  Med- 
icaid, Medicare.  We  are  not  talking  about  folding  that  in  initially 
from  what  I  understand,  although  it  is  a  desire  at  some  point  in 
time,  but  is  it  correct  that  right  now  every  employee  pays  1.45  per- 
cent and  every  employer  pays  1.45  percent;  is  that  correct? 

Mr.  Motley.  Unless  you  are  self-employed. 

Chairman  LaFalce.  Self-employed  are  double. 

Mr.  Motley.  2.9. 

Chairman  LaFalce.  So  in  a  sense  we  have  a  Government  man- 
date for  health  care  over  the  age  of— what  is  it? — 65? 

Ms.  Bass.  Right. 
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Chairman  LaFalce.  OK.  Mr.  Petty,  do  you  know  whether  your 
organization  existed  when  we  adopted  Medicare  and  did  they  favor 
or  oppose  that  Government  mandate? 

Mr.  Petty.  Did  not  exist. 

Chairman  LaFalce.  Didn't  exist.  That  is  easy. 

NAM,  did  you  favor  or  oppose  that? 

Mr.  Petty.  Excuse  me,  Mr.  Chairman;  the  coalition  didn't  exist. 

Chairman  LaFalce.  Did  NAM  favor  or  oppose? 

Mr.  Bullock.  We  don't  have  people  here  that  were  around  at 
that  point  in  time.  We'll  get  the  information  to  you. 

Chairman  LaFalce.  Who  have  that  knowledge.  The  NFIB  ex- 
isted from  the  beginning. 

Mr.  Motley.  Not  quite. 

Chairman  LaFalce.  Did  they  favor  or  oppose  that  Government 
mandate? 

Mr.  Motley.  I  really  can't  answer  that  question.  I  know  I  wasn't 
around  then.  If  I  were  around,  they  probably  would  have.  I  really 
can't  answer  the  question,  but  I  will  be  glad  to  find  out  the  answer 
and  supply  it,  Mr.  Chairman. 

Mr.  Galles.  I  will,  too,  find  out. 

Mr.  Elmont.  We  did  exist,  but  I  think  what  you  would  find  for 
commonality  here,  all  of  our  organizations  have  existed  for  decades. 
The  focus  of  all  of  our  organizations  has  changed  as  we  have  a  new 
competitor  called  the  Federal  Government.  I  am  serious.  We  did 
not  lobby.  Our  organizations  75  years  ago,  50  years  ago  didn't  have 
to  spend  this  time  trying  to  do  this. 

Chairman  LaFalce.  I  am  not  interested  in  that. 

Did  you  favor  it  or  not? 

You  don't  know? 

OK,  fine. 

Miss  Bass? 

Ms.  Bass.  I  am  sure  we  had  a  position,  but  I  don't  know  what 
it  is. 

Chairman  LaFalce.  My  point  is  today  Medicare  is  so  essential, 
nobody  could  dare  talk  about  the  elimination  of  Medicare,  and  it 
is  a  Government  mandate.  It  is  a  50/50  contribution,  and  I  am  cog- 
nizant of  that,  but  there  is  health  care  for  senior  citizens. 

The  only  way  we  brought  it  about  was  through  this  Government 
mandate,  and  now  we  have  got  to  bring  it  about  not  just  for  those 
over  65,  we  have  got  to  bring  about  coverage  for  all,  and  we  have 
to  come  up  with  the  best  way  to  do  it.  For  those  who  want  to  work 
toward  the  adoption  of  universal  coverage  in  an  attempt  to  control 
costs. 

I  look  forward  to  working  with  you.  Thank  you  very  much. 

The  committee  is  adjourned. 

[Whereupon,  at  12:52  p.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  Chair.] 
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OPENING  STATEMENT  OF  CHAIRMAN  JOHN  J.  LaFALCE 

Hearing  on  Health  Reform  and  the  Impact  on  Small  Business 

August  4,  1993 

Ladies  and  gentlemen,  today's  hearing  is  our  first  one  this 
year  on  the  issue  of  health  insurance  reform  and  its  impact  on 
the  small  business  community.   I  am  sure  it  won't  be  our  last. 

All  Americans  are  deeply  interested  in  the  issue  of  health 
care  and  health  insurance.   And  this  certainly  includes  the  small 
business  community.   Accordingly,  I  know  that  we  look  forward  to 
hearing  the  views  of  the  groups  that  will  be  appearing  before  us 
today. 

We  start  this  debate  with  a  number  of  points  on  which  we  can 
agree.   First  and  most  crucial  is  the  fact  that  health  care  costs 
have  been  rising  at  alarming  rates  in  the  recent  past.   Most 
disguieting  is  the  upward  trend  we  have  seen  in  these  costs 
relative  to  the  rest  of  the  economy.   Six  years  ago  health  care 
consumed  roughly  11%  percent  of  our  gross  national  product;  today 
those  costs  comprise  14%  of  our  gross  national  product.   Not 
surprisingly,  health  insurance  costs  have  risen  commensurately . 
Health  care  inflation  has  risen  at  twice  as  much  as  general 
inflation  over  the  past  decade,  and  no  relief  seems  in  sight. 

Clearly  if  these  trends  were  to  continue  into  even  the 
relatively  near  future  they  would  bring  our  economy  to  the  point 
of  bankruptcy.   Thus  the  need  for  action  is  very,  very  clear. 

A  second  point  where  there  is  general  agreement  is  with 
regard  to  the  fact  that  in  the  U.S.,  unlike  most  other 
industrialized  nations,  we  have  not  achieved  universal  health 
care  coverage.   Some  30  to  40  million  Americans  do  not  now  have 
health  insurance.   From  50  to  70  million  more  have  such 
inadequate  coverage  that  a  major  illness  could  result  in 
financial  ruin.   And  finally,  almost  all  of  us  fear  the  possible 
loss  of  coverage  due  to  a  change  in  our  employment,  marital  or 
health  status,  or  for  some  other  reason  beyond  o«r  control. 

Most  large  and  medium-sized  employers  offer  health  insurance 
to  their  workers.   So  do  many,  and  perhaps  most,  small 
businesses.   I  for  one  am  not  100%  sure  about  how  many  smaller 
employers  presently  do  offer  insurance'  —  that's  one  reason  for 
having  this  hearing. 

In  recent  years  we  have  seen  countless  proposals  to  try  to 
solve  the  nation's  health  care  crisis.   But  for  the  first  time  in 
decades  a  President  is  about  to  make  major  reform  recommendations 
which  would  seek  to  control  cost  increases  and  achieve  universal 
coverage  for  all  American  citizens.   The  President's  plan  will 
undoubtedly  become  the  primary  vehicle  for  consideration  as 
Congress  addresses  this  issue  in  the  upcoming  months. 
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We  do  not  yet  know  all  the  details  of  what  the  President's 
plan  will  contain.   But  from  press  reports  and  other  sources  we 
have  been  given  enough  to  get  an  idea  of  the  broad  parameters 
that  are  likely  to  be  included.   For  instance,  it  now  appears 
that  the  plan  will  seek  to  build  on  the  present  employer-based 
system.   Some,  such  as  myself,  have  been  urging  that  the  link 
between  employment  and  health  .nsurance  be  completely  severed  and 
replaced  by  a  single  payer  system  like  Canada's. 

One  of  the  key  issues  for  the  upcoming  debate  involves  the 
guest ion  of  how  to  finance  a  reformed  health  care  system.   There 
is  no  doubt  that  employers  who  do  not  now  offer  health  insurance 
are  being  subsidized  by  those  who  do,  and  it  is  proper,  it  seems 
to  me,  to  question  this  aspect  of  our  present  system.   But  it  is 
equally  important,  in  my  view,  to  ask  how  to  cushion  the 
financial  impact  on  those  employers  who  are  least  able  to  absorb 
such  a  major  burden.   Any  plan  we  enact  should  definitely  include 
provisions  designed  to  ease  the  transition  for  those  small 
businesses  that  would  have  the  hardest  time  joining  a  new  system, 
and  I  am  pleased  that  the  Administration's  planners  are  taking 
this  concern  very  seriously. 

I  posed  some  fourteen  specific  questions  to  the  groups  who 
will  be  testifying  before  us  today.   While  I  am  interested  in 
their  responses  to  all  those  questions,  following  are  five  that 
are  of  particular  concern  to  me. 

One,  assuming  that  the  plan  would  include  some  form  of 
mandate  for  employers  to  participate,  how  would  you 
recommend  financing  that  plan? 

Two,  should  there  be  federal  subsidies  for  small  businesses 
providing  health  insurance?   How  and  how  much? 

Three,  should  medicaid  be  folded  into  the  new  system?   What 
would  be  the  impact  of  reduced  state  and  local  property  or 
other  taxes  on  small  businesses  if  this  were  to  be  part  of 
the  plan? 

Four,  how  significant  a  benefit  would  it  be  if  the  health 
component  of  workers  compensation  were  to  be  included  in  the 
plan? 

Five,  how  can  we  best  meet  the  goal  of  universal  coverage? 

I  hope  that  our  witnesses  will  try  to  address  these 
questions  in  their  testimony,  along  with  such  other  points  they 
wish  to  stress  as  this  debate  begins. 

So  without  further  ado,  let  us  proceed.   Before  introducing 
our  panelists,  do  any  other  Members  wish  to  make  any  opening 
remarks? 
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STATEMENT  BY  CONGRESSMAN  JIM  RAMSTAD 

BEFORE  THE  HOUSE  SMALL  BUSINESS  COMMITTEE 

August  4,  1993 

HEARING  ON  SMALL  BUSINESS  AND  NATIONAL  HEALTH  CARE  REFORM 

Mr.  Chairman,  I  sincerely  appreciate  your  holding  this  hearing  this  morning.    Health  care 
reform  is  clearly  a  tremendous  concern  of  small  business  owners  across  the  nation. 

I  also  appreciate  your  arranging  the  briefing  with  Hillary  Rodham  Clinton  last  week.    Her 
description  of  the  Administration's  health  care  reform  proposal,  while  interesting,  causes  me 
concern. 

Instead  of  a  straightforward  tax  the  Administration's  plan  will  require  all  small  employers  to 
pay  80%  of  the  premiums  of  their  employees'  health  insurance.    The  employee  will  pick  up 
the  other  20%.     The  cost  of  these  premiums  —  essentially  a  hidden  tax  —  could  literally 
drive  small  businesses  across  the  country  out  of  business  and  destroy  hundreds  of  thousands 
of  jobs. 

The  ability  of  big  companies  to  opt  out  of  this  system  makes  the  employer  mandate-based 
system  even  more  onerous  for  the  small  business  owner.    That's  because  the  uninsured, 
Medicare  and  workers'  compensation  costs  will  be  rolled  into  the  employer  mandated 
system.    As  the  Fortune  500s  are  opting  out,  the  small  businesses  that  do  not  enjoy  that 
option  will  be  footing  the  bill  for  their  own  employees,  the  uninsured,  Medicare  recipients 
and  worker's  compensation  through  their  premium  payments! 

If  small  companies  go  out  of  business  or  lay  off  workers  because  they  cannot  afford  the 
premiums,  more  individuals  will  fall  into  the  "uninsured"  category.    This  means  that  the 
remaining  small  businesses  will  face  even  higher  premiums  because  they  are  expected  to 
cover  the  uninsured.    As  cost  rise  higher,  more  businesses  will  lay  off  workers  or  shut  down 
and  pretty  quickly,  premium  costs  will  skyrocket  and  literally  bankrupt  our  economy. 

I  must  say  I  was  very  disappointed  with  Ms.  Clinton's  reaction  to  concerns  about  the  impact 
on  small  business.    I  was  stunned  when  she  responded  to  one  of  my  colleague's  questions 
about  the  effect  of  the  plan  on  small  companies  by  saying  "I  can't  go  out  and  save  every 
undercapitalized  entrepreneur  in  America." 

I  am  also  concerned  about  the  absence  of  significant  cost  containment  provisions  in  the 
Administration's  proposal.    Two  glaring  contributors  to  rising  health  care  costs  ~ 
burdensome  state  mandates  and  skyrocketing  administrative  costs  -  simply  were  not 
addressed  by  the  Task  Force. 

Under  this  plan,  administrative  costs  will  rise  even  more  and  the  source  of  expensive 
mandates  will  simply  shift  from  the  state  government  to  the  federal  government. 

I  strongly  advocate  a  comprehensive  cost  containment  strategy  that  includes  reforming  the 
medical  malpractice  system  to  eliminate  the  need  for  expensive  "defensive  medicine;" 
streamlining  unnecessary  administrative  costs;  and  preempting  burdensome  state  mandates  on 
health  insurance,  which  add  unnecessary  costs  to  all  health  insurance  policies. 

Again,  I  thank  the  chairman  for  holding  a  hearing  so  timely  and  germane  to  small  business 
issues. 
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Statement  of  Representative  Rob  Portman 

on 

National  Health  Care  Reform 

Committee  on  Small  Business 

August  4,  1993 

Mr.  Chairman,  thank  you  for  calling  this  important  hearing 
on  national  health  care  reform  and  its  impact  on  small 
businesses.   With  the  Committee's  recent  briefing  by  Hillary 
Rodham  Clinton  and  the  anticipated  release  of  the  report  of  the 
White  House  Task  Force  on  health  care  reform,  the  hearing  today 
is  very  timely. 

Our  health  care  system  clearly  need  reform.   Rising  costs 
have  caused  no  less  than  a  crisis  for  many  businesses, 
particularly  small  businesses.   Time  and  time  again,  in 
discussions  with  small  businesspersons  in  Ohio,  1  am  told  that 
the  cost  of  providing  health  care  insurance  for  their  employees 
is  among  their  most  critical  concerns  —  "critical"  to  the  point 
of  possibly  shutting  down  their  businesses  or  at  least  downsizing 
dramatically.   Obviously,  at  a  time  when  we  need  to  do  all  we  can 
to  encourage  economic  growth  and  job  creation,  we  must  address 
head  on  this  health  care  crisis. 

The  question  is  not  whether  to  reform  our  health  care 
system,  but  how  to  reform  it.   I  share  the  view  of  many  on  this 
panel  that  the  key  to  reform  lies  in  maintaining  the  strengths  of 
our  current  private-based  system,  such  as  high  quality  service, 
while  cutting  costs  and  expanding  access.   What  deeply  concerns 
me  is  that  we  do  not  attempt  to  achieve  these  goals  by 
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unreasonable  mandates,  new  taxes,  or  both,  on  small  business,  the 
economic  backbone  of  my  District  and  Districts  across  America. 

We  have  an  impressive  panel  of  witnesses  ready  to  testify. 
I  am  interested  in  hearing  their  ideas  on  how  we  can  forge  a 
public/private  partnership  to  achieve  meaningful  change  in  our 
health  care  system  that  is  sensitive  to  the  realities  of  small 
business. 

Thank  you,  Mr.  Chairman. 
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OPENING  STATEMENT  OF  RONALD  K.  MACHTLEY 

COMMITTEE  ON  SMALL  BUSINESS 

HEARING  ON  NATIONAL  HEALTH  CARE  REFORM 

AUGUST  4,  1993 

Thank  you  Mr.  Chairman.  And  I  thank  the  panel  for  agreeing  to 
come  here  today  to  testify  on  national  health  care  reform  and  the 
effect  it  will  have  on  small  business. 

Of  all  the  ideas  and  reforms  the  Clinton  Administration  has 
proposed  over  the  past  months,  few  threaten  to  have  as  great  an 
impact  on  small  business  as  health  care  reform.  The  very  existence 
of " this  Committee  is -proof  of  the  importance  of  small  corporations 
to  our  economy  --  our  trade,  our  workforce,  our  overall 
competitiveness  in  the  global  market!  With  88%  of  all  businesses 
classified  as  "small"  (94%  in  RI) ,  small  business  is  a  force  to  be 
reckoned  withl 

Last  week  this  Committee  had  the  opportunity  to  meet  with  the 
First  Lady.  The  message  we  got  from  Mrs.  Clinton  was  not 
encouraging.  Under  the  Administration's  current  proposal,  small 
firms  will  be  hit  hard.  Many  will  go  out  of  business.  Those  who 
don't  will  have  to  cut  back  on  jobs.  While  the  Clinton 
Administration  has  oulined  numerous  initiatives  that  it  believes  are 
designed  to  assist  small  firms  in  remaining  competitive,  mandating 
employers  to  provide  coverage  is  not  the  type  of  "assistance"  our 
small  businesses  need. 

Rhode  Island  relies  heavily  on  small  businesses.  Forcing  these 
firms  to  start  paying  for  a  large  share  of  their  employees  health 
care  insurance  is  not  the  answer.  The  misconception  being 
perpetuated  by  the  Administration  is  that  these  small  businesses  are 
not  providing  health  insurance  because  they  do  not  want  to.  The 
fact  is  that  these  small  businesses  are  not  providing  health 
insurance  because  they  cannot  afford  to. 

Few  would  argue  that  there  are  many  areas  of  our  current  health 
care  delivery  system  that  need  immediate  reform.  Medical 
malpractice,  administrative  paperwork,  prescription  drugs,  and 
Medicare  costs  are  just  some  of  the  problems  that  face  this  nation. 
And  while  health  care  may  seem  to  be  at  odds  with  our  economic 
health  (accounting  for  14%  of  our  gross  domestic  product)  it  does 
not  have  to  be  that  way.  Other  countries,  and  indeed  other  states 
here  in  the  U.S.,  have  shown  that  reform  is  possible.  But  it  is 
Congress'  responsibility,  particularly  this  Committee's 
responsibility,  to  make  sure  that  we  do  not  endorse  a  plan  that  will 
have  unintended  consequences  or  ramifications  for  small  businesses. 
They  are  far  too  important  to  our  economy  and  the  health  of  our 
nation. 


51 


In  the  coming  months,  and  perhaps  for  the  rest  of  the  103rd 
Congress,  this  Committee  will  be  presented  with  the  unenviable  task 
of  finding  a  way  to  protect  small  corporations  --  the  backbone  of 
America's  economy  --  from  collapsing  under  the  financial  burden  of 
health  care  costs.  It  is  my  hope  that  the  testimony  we  are  about  to 
hear,  in  addition  to  redefining  and  outlining  the  problems  with  the 
Administration's  health  care  proposal,  will  also  take  the  next  step 
and  provide  the  Committee  with  possible  solutions.  The  panelists  we 
see  before  us  have  the  ingenuity  and  the  resources  we  need  to  ensure 
that  small  businesses  are  not  left  out  of  the  loop,  or  worse,  are 
forced  out  of  the  loop  and  out  of  business. 

I  give  you,  the  experts,  this  task  and  look  forward  to  hearing 
your  testimony. 
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The  Honorable  John  Conyers,  Jr. 

Small  Business  Committee  Hearing  on 

National  Health  Reform 

August  4,  1993 

I  want  to  thank  Chairman  LaFalce  for  holding  this  hearing  and  for  his 
strong  leadership  on  health  care  issues  in  the  Congress.    It  is  no  secret  that 
small  businesspeople  and  their  employees  are  struggling  under  the  weight  of  a 
health  care  system  in  crisis. 

Today,  a  person's  health  insurance  is  largely  gained  through  their  place 
of  employment.    Unfortunately,  because  of  skyrocketing  medical  costs,  only 
one-half  of  the  small  firms  can  afford  to  provide  insurance  coverage  to  their 
employees.   As  a  result,  over  one-half  of  the  uninsured  workers  today,  are 
employed  by  a  small  business. 

Health  insurance  through  your  job  is  a  fact  of  life  in  America,  but  it  is 
not  necessarily  a  good  fact.    There  is  no  rational  reason  that  we  should  continue 
this  outmoded  practice.    It  limits  our  ability  to  contain  costs,  it  results  in 
enormous  administrative  costs  to  businesses  and  to  the  system  as  a  whole,  and  it 
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limits  job  mobility,  which  in  turn  limits  the  ability  of  companies  to  attract  the 
most  skilled  workers. 

I  would  ask  our  witnesses  today  to  give  strong  consideration  to  the 
benefits  of  a  single-payer  system.    It  spells  R-E-L-I-E-F  for  business,  in  that  it 
would  relieve  the  indigestion  of  rising  costs  and  declining  competitiveness. 

Two  studies  outline  the  savings  achieved  under  a  single-payer  health  plan. 
In  1991,  the  General  Accounting  Office,  in  a  report  prepared  at  my  request, 
found  that  by  adopting  a  single-payer  plan,  the  United  States  would  save  10% 
of  health  costs  annually  —  $90  billion  —  through  reduced  paperwork.   Just  last 
week,  the  Congressional  Budget  Office  found  that  savings  under  a  single-payer 
plan  would  total  $319  billion  by  the  year  2000,  also  from  the  elimination  of 
administrative  overhead  and  through  strong  cost  containment  measures.   No 
other  health  reform  proposals  can  achieve  such  widespread  savings. 

Under  a  single-payer  system,  universal  coverage  of  all  populations  is 
guaranteed.    No  longer  would  smaller  firms  be  at  the  mercy  of  private 
insurance  companies  and  have  to  negotiate  a  benefits  package  adequate  enough 
to  meet  the  needs  of  all  their  employees,  yet  affordable  to  the  firm.    Also,  by 
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eliminating  the  insurance  paperwork,  smaller  firms  would  no  longer  need  to 
waste  precious  dollars  that  could  be  used  for  new  investments. 

H.R.  1200,  the  American  Health  Security  Act,  which  I  coauthored  with 
Congressman  Jim  McDermott,  establishes  a  single-payer  health  care  system. 
This  plan  provides  the  real  reform  needed  by  the  small  business  community  if 
they  are  to  survive  in  today's  economy. 

I  request  that  the  Chairman  include  in  this  hearing  record  a  report 
prepared  for  me  by  the  General  Accounting  Office,  "Employer-Based  Health 
Insurance:    High  Costs,  Wide  Variation  Threaten  System."    The  report  outlines 
in  detail  the  problems  faced  by  businesses  under  the  current  system.    It  also 
points  out  that  businesses  cannot  solve  the  problem  alone  ~  a  systemwide 
approach  is  needed  that  guarantees  universal  access  and  strong  cost 
containment. 
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Statement 

by 

The  Honorable  Lucille  Roybal-Allard 

Small  Business  Committee 
Hearing  on  Health  Care  Reform 

August  4,  1993 

Thank  you,  Mr.  Chairman. 

I  commend  you  for  holding  these  important  and  timely  hearings  on 
the  impact  of  health  care  reform  on  small  business.  We  have  no 
more  important  responsibility  in  this  Congress  than  to  provide  for 
the  physical  health  and  mental  well  being  of  our  countries 
residents.  I  know  that  this  hearing  and  those  scheduled  for  the 
coming  months  will  help  inform  and  educate  us  so  that  we  might  make 
the  best  possible  decisions  on  health  care  policy. 

I  would  like  to  welcome  our  panel  of  distinguished  guests.  I  look 
forward  to  your  testimony  and  to  your  expert  advice  on  such 
critical  issues  as  access,  cost  containment,  funding,  benefits 
package  and  on  the  whole  array  of  issues  that  confront  us .  We  must 
make  national  health  care  work  or  we  will  fail  in  our  efforts.  We 
need  the  help  of  small  business  to  make  sure  that  as  we  work 
towards  our  goal,  we  do  not  undercut  the  important  role  small 
business  plays  in  creating  jobs  and  stimulating  the  economy. 

I  look  forward  to  working  with  our  distinguished  Chairman,  with 
members  of  this  committee,  with  our  distinguished  guests  and  with 
all  interested  parties  to  make  our  health  care  system  something 
that  all  of  us  can  be  proud  of. 

As  a  nation,  we  have  faced  adversity  before  and  triumphed.  I 
believe  that  yet  again  we  can  rise  to  the  challenge  and  take 
control  of  our  destiny.  We  can  do  great  and  necessary  things  as 
a  nation.  We  can  reform  our  health  care  system  and  make  it  work 
for  all  of  us. 

I  welcome  the  challenge  and  let's  get  down  to  work. 
Thank  you,  Mr.  Chairman. 
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OPENING  STATEMENT  OF 

CONGRESSMAN  BILL  ZELIFF  (R-NH) 

SMALL  BUSINESS  COMMITTEE 

August  4,  1993 

Mr.  Chairman,  thank  you  for  calling  today's  hearing  on  national  health 
care  reform.    Access  to  affordable  health  care  is,  without  a  doubt  one  of  the 
most  important  issues  facing  our  nation.    It  is  critical  that  we  do  not 
mandate  health  care  reform  in  such  a  way  as  to  damage  our  small 
businesses. 

Like  those  testifying  today,  I  am  dedicated  to  making  our  health  care 
system  more  affordable  and  accessible  to  all  Americans.   Rising  health  care 
costs  are  placing  increasing  pressure  on  public  and  private  health  care 
financing  programs  in  a  time  of  limited  resources.    Over  the  past  decade, 
health  care  spending  has  grown  faster  than  spending  in  the  general  economy. 
Federal  estimates  for  1990  indicate  that  health  spending  topped  $671  billion 
compared  with  $604  billion  in  1989.    This  expenditure  is  12.2  percent  of  the 
Gross  National  Product,  the  highest  percentage  of  any  developed  nation. 
Yet  for  all  this  spending,  our  health  care  system  is  becoming  less  affordable 
and  less  accessible. 

The  U.S.  health  care  system  does  not  assure  people  access  to  primary 
and  preventive  care.    Instead,  people  are  cared  for  once  they  are  ill  and  the 
care  needed  is  more  acute,  thus  more  costly.    Expensive  emergency  care  and 
the  spiraling  health  care  inflation  rate  now  encourage  insurers  to  avoid  risk 
rather  than  sharing  it  across  a  broad  financial  base.    As  the  system  excludes 
more  and  more  people,  the  cost  of  uncompensated  care  rises  and  shifts  the 
costs  of  the  uninsured  to  those  with  private  health  care  coverage. 

In  May  of  1991,  I  formed  a  Congressional  Task  Force  on  Health  Care. 
The  Task  Force  consisted  of  75  members  from  all  aspects  of  the  New 
Hampshire  health  care  community.    This  included  physicians,  insurance 
representatives  (public  and  private),  labor  representatives,  college  professors, 
nurses,  pharmacists,  chiropractors,  attorneys,  hospital  and  nursing  home 
administrators,  state  legislators,  businessmen  and  women,  and  private 
citizens.    The  task  force  accepted  a  wide  variety  of  input  ranging  from  their 
own  personal  testimony,  to  official  literature  on  the  health  care  system,  to 
input  from  outside  experts,  as  well  as  public  testimony  resulting  from  forums 
held  in  Laconia,  Manchester,  Portsmouth,  and  North  Conway. 

The  mission  of  the  Task  Force,  in  light  of  the  problems  concerning 
health  care  access  and  affordability,  was  for  the  members  to  define  the 
necessary  solutions  to  control  cost  and  to  provide  the  most  accessible, 
quality  care  possible  to  the  American  public  and  small  business.    The  ability 
of  the  Task  Force  to  afford  me  a  uniquely  New  Hampshire  perspective  on 
the  entire  issue  has  been  of  great  benefit  to  me.    This  large  cross-section  of 
representation  has  served  to  give  me  a  wider  view  of  both  the  state  and 
national  priorities  involved  in  health  care  reform. 
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I  have  analyzed  the  report  of  the  Task  Force,  and  in  turn  have 
developed  my  plan  to  solve  the  health  care  crisis  in  New  Hampshire,  and  the 
nation.    This  plan,  a  result  of  over  a  year  and  a  half  of  in  depth  analysis, 
will  provide  the  necessary  reforms  to  our  health  care  system  to  assure 
affordability  and  accessibility  for  all  people. 

I  look  forward  to  today's  testimony  and  hope  we  will  discuss  some  of 
these  very  important  health  care  issues  as  they  relate  to  small  business. 

Thank  you. 
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TALKING  POINTS  FOR  HEALTH  CARE  TASK  FORCE 
6-15-93 


I.  INTRO 

*  Overview  of  recommendations  of  New  Hampshire  Health  Care  Task  Force,  whose 
recommendations  should  be  seriously  considered  in  any  Republican  reform 
proposal. 

*  Background  on  Task  Force: 

o         formed  as  a  result  of  concern  of  constituents 

o         consisted  of  75  members  representing  a  broad  spectrum  of  concerns 

o        Doctors,  nurses,  insurance  reps,  pharmacists,  chiropractors,  trial  and 

defense  attorneys,  labor  reps,  state  officials,  private  citizens, 
o         Their  mission  was  to  define  the  necessary  solutions  to  control  costs  and 

provide  the  most  accessible  and  quality  care  for  Americans, 
o        They  debated  for  nearly  a  year  and  a  half,  and  they  came  up  with 

recommendations  which  have  resulted  in  21  points,  which  I  have  been 

advocating  since  their  final  report  was  issued  last  fall. 

II.  THE  21  POINT  PLAN 

*  A  lot  of  what  is  in  my  plan  is  included  in  HR  101  (House  republican  bill),  but  I 
would  like  to  see  it  go  even  further. 

*  Will  try  to  summarize  the  21  points  in  time  allotted. 

1.  Promote  a  system-wide  emphasis  on  preventive  and  primary  care. 

*  Our  present  system  is  geared  toward  fixing  the  problem  only  after  it  occurs.    I 
believe  it  is  essential  in  the  name  of  saving  money  and  promoting  a  healthier 
population  to  put  more  of  our  resources  into  avoiding  injury  or  sickness.   The 
next  three  points  are  possible  improvements  we  can  make  to  achieve  this  goal. 

2.  Promote  healthy  lifestyles  and  public  safety  through  early  education. 

*  I  want  to  increase  the  role  of  future  and  existing  community  health  centers  in 
promoting  local  educational  workshops  and  sponsoring  more  events  dealing  with 
preventive  care. 

3.  Assure  direct  access  to  a  full  range  of  providers. 

*  We  need  to  encourage  insurers  and  providers  to  allow  greater  access  to  providers 
with  such  methods  as  upgrading  community  health  care,  increased  use  of  mobile 
medical  clinics,  establishment  of  more  community  health  centers  in  medically 
underserved  areas,  and  recruitment  of  more  primary  care  doctors. 

*  We  should  allow  for  emphasis  on  making  health  care  available  to  more  people, 
not  just  accessible. 

4.  Expand  current  network  of  community  health  centers. 

*  Recently  established  Manchester  Community  Health  Center. 

*  These  centers  are  a  big  step  toward  achieving  a  greater  emphasis  on  primary  and 
preventive  care. 
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5.  Strengthen  quality  insurance. 

*  Another  way  of  making  health  care  system  more  efficient,  by  keeping  data  and 
statistics  that  are  useful  both  to  physicians  and  consumers.    Quality  could  the  then 
be  more  readily  available  to  more  people. 

6.  Modify  anti-trust  laws  as  they  apply  to  and  hospitals. 

*  Allow  hospitals  to  form  joint  ventures  in  order  to  expand  access,  increase 
efficiency,  expand  access,  and  reduce  costs. 

*  This  would  avoid  such  costly  problems  as  duplicative  technologies. 

7.  Promote  managed  care. 

*  Managed  care  has  a  proven  track-record  for  keeping  costs  down,  although  not  in 
all  regions  of  the  country.  I  believe  it  needs  to  be  given  incentives  to  grow  and 
keep  costs  down,  and  keep  the  option  available  where  it  is  most  effective. 

*  One  method  of  achieving  this  would  be  through  relaxing  restrictions  currently 
imposed  by  states.    HR  101  does  a  good  job  at  this. 

8.  Simplify  administrative  procedures. 

*  Need  to  use  the  technology  presently  available  to  cut  costs.    We  need  to  use  such 
tools  as:  uniform  claims,  uniform  electronic  transmission  standards,  magnetized 
cards  for  patients,  and  standard  identification  numbers  using  Social  Security 
numbers. 

9.  Allow  portability  for  employees  and  reform  tax  fairness  for  all. 

*  Make  100%  deduction  for  self-employed  permanent. 

*  Eliminate  pre-existing  conditions. 

10.  Develop  core  benefit  requirements. 

*  Need  two  packages:  one  basic  and  one  standard.    Basic  would  cover  basic  care 
needs,  while  a  standard  package  would  offer  further  options  in  addition  to  the 
basic  package.    Consumers  would  also  be  able  to  choose  other  plans,  but  at  their 
own  cost. 

11.  Incorporate  "means  testing"  into  federal  Medicare  program. 

*  require  individuals  with  incomes  over  $125,000/yr.  to  pay  100%  of  their 
Medicare  Part  B  premium. 

12.  Reform  pricing  of  prescription  drugs. 

*  establish  a  commission  with  subpoena  power  to  determine  annual  statistics  relating 
to  pharmeceuticals  (such  as  research  and  development  costs,  marketing  costs, 
production  costs,  profit,  etc.).    The  commission  would  publish  "report  cards" 
similar  to  the  monthly  statistics  kept  on  the  airline  industry. 

13.  Establish  one  accreditation  body  for  nursing  homes. 

*  Currently,  nursing  homes  are  subjected  to  many  and  varied  surveys  that  increase 
costs  and  create  an  undue  burden  on  the  nursing  home  industry. 

*  Standards  would  be  set  by  the  above  commission,  and  once  those  standards  were 
met,  would  be  fully  eligible  to  receive  third-party  payment. 
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14.  Establish  strong  federal  tort  and  medical  liability  reform. 

*  Set  uniform  standards  for  resolving  disputes,  require  dispute  resolution  process 
prior  to  going  to  court,  cap  non-economic  damages  at  $250,000,  alternative 
dispute  resolution,  and  uniform  standards  for  proving  negligence. 

15.  Allow  for  greater  concern  for  mental  health  and  substance  abuse  treatment. 

*  This  problem  is  quickly  growing,  and  needs  to  be  mentioned  separately.    This 
coverage  would  be  available  as  an  option  to  my  standard  health  plan  mentioned 
earlier. 

16.  Establish  federal  standards  for  long-term  care  insurance  plans. 

*  By  establishing  these  standards,  we  would  give  consumers  greater  security  when 
purchasing  such  a  plan,  and  keep  costs  down  and  quality  up  by  establishing  these 
minimum  standards. 

*  Congressman  Weldon's  bill  on  this  subject  is  an  excellent  example.  (HR  1916  last 
year) 

17.  Give  states  flexibility  to  experiment  with  new  approaches  to  delivery. 

*  Provisions  included  in  HR  101  go  a  long  way  toward  achieving  this  point.    The 
bill  allows  states  to  provide  Medicaid  coverage  through  alternative  delivery 
systems  such  as  HMOs,  and  extends  time  allowed  for  medicaid  waivers. 

*  Allowing  states  this  flexibility  would  help  cut  costs  and  provide  the  federal 
government  with  additional  models  of  reform. 

18.  Provide  incentives  for  small  employers  to  form  purchasing  groups. 

*  Small  employers  with  up  to  100  employees,  including  self-employed,  to  form 
groups  to  purchase  health  insurance. 

19.  Provide  incentives  for  increased  use  of  home  care. 

*  There  should  be  greater  emphasis  placed  on  sending  the  recovering  or  sick  home 
to  recover  using  qualified  personnel  such  as  nurses  and  home  health  aides.    This 
will  save  the  patient  money,  and  provide  an  environment  which  enhances  peace  of 
mind. 

20.  Establish  health  care  savings  accounts. 

*  This  is  an  idea  which  deserves  serious  consideration,  and  has  the  potential  to  save 
a  huge  amount  of  money. 

*  Mr.  Manzullo  spoke  about  them  earlier,  and  I  support  the  provisions  in  HR  101 
which  establish  such  accounts. 

21.  Increase  emphasis  on  expanding  the  role  of  the  consumer. 

*  The  end  product  of  increased  consumer  participation  would  be  lower  costs,  as 
hospitals  and  doctors  market  health  care  more  toward  the  individual  and  less 
toward  the  third-party  payors.    We  need  to  take  the  final  decisions  on  health  care 
out  of  the  hands  of  the  bureaucrats  and  the  insurance  companies  and  back  into  the 
hands  of  the  consumer  and  their  providers. 
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in.  CONCLUSION 

*  A  lot  of  work  went  into  these  recommendations,  and  they  should  receive  strong 
consideration  from  the  Task  Force. 

*  We  need  to  work  together,  and  I  am  willing  to  work  with  any  of  you. 
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OUTLINE  FOR  ZELIFF  HEALTH  SPEECH 

I.  INTRODUCTION 

A.  Need  for  Change 

B.  Statistics 

1 .  spending  grown  faster  than  entire  economy  spending 

2.  more  than  12%  of  GNP  --  highest  of  any  of  industrialized 

3.  US  spends  more  than  $2.2  billion  per  day  on  health  care 

4.  at  present  pace,  employers  in  2000  will  pay  $20k  per  employee 

C.  U.S.  still  maintains  best  quality  care  in  world 

1.  they  come  here,  we  don't  go  there 

II.  ROLE  OF  FREE  MARKET  TYPE  REFORMS 

A.  In  order  to  maintain  high  quality,  must  retain  competition 

1.  thus,  quality  will  suffer  as  a  result  of  1 -payer  system 

2.  must  find  way  to  retain  quality  and  increase  accessibility 

3.  presently  best  care  available  to  shrinking  few  (who  can  afford  it) 

ffl.   HEALTH  CARE  TASK  FORCE 

A.  75  members  from  all  aspects  of  health  care  in  NH 

1 .  gives  NH  perspective  on  national  problem 

B.  four  subcommittees: 

1 .  Medicare/Medicaid  &  Long  Term  Care 

2.  Financing/Insurance  Options 

3.  Quality  Care  and  Consumer  Awareness 

4.  Liability  Reform 

C.  process  was  over  a  year  long 

1.  four  public  hearings  (Conway,  Portsmouth,  Laconia,  Manchester) 

D.  some  of  their  suggestions: 

1.  increased  access  through  small  market  reform 

2.  expansion  of  community  health  care 

3.  cost  containment  and  quality  improvement  through: 

a.  malpractice  reform 

b.  administrative  reform  (streamline  paperwork) 

c.  expansion  of  managed  care 

d.  physician  self-referrals 

4.  increased  funding  to  rural  care 

a.  emergency  transport 

b.  emergency  medical  technician  training 

5.  preventative  medicine 

6.  100%  premium  tax  deduction  for  self-employed 

IV.   CAUSES  OF  INCREASED  COSTS 

A.  Administrative  Reform  (streamlining) 

1.  paperwork  eats  up  25%  of  health  care  dollar 

2.  1 ,500  different  insurance  programs  -  no  2  are  the  same 


63 


a.  some  doctors  not  accepting  certain  insurance 

B.  Preventative  Care 

1.  much  care  could  have  been  prevented 
a.  early  care  /  health  education 

C.  Cost  Transfer  from  Uninsured  to  the  Insured 

1.  those  who  don't  have  insurance  raise  premiums  of  those  who  do 

D.  Health  Care  Fraud 

1.  GAO  estimates  fraud  costs  $70  billion  per  year 

2.  Human  Resources  subcommittee  investigating 

V.  THE  "ZELIFF  20-POINT  PLAN" 

1.  quality  assurances  for  nursing  homes 

2.  streamline  administrative  methods  (paperwork) 

a.  managed  care 

b.  uniform  billing 

c.  standard  claim  forms 

3.  provide  money  and/or  waivers  for  state  pilot  projects 

4.  tort  reform  /  malpractice  reform 

a.  caps  on  pain  &  suffering  awards 

b.  doctors  have  been  forced  into  a  defensive  position 

5.  improve  role  of  national  practitioner  data  bank  (track  physicians) 

6.  insure  proper  funding  for  state  boards  of  registration 

7.  develop  incentives  for  healthy  lifestyle  changes 

8.  "means  testing" 

9.  end  below  cost  Medicare/Medicaid  reimbursements 

a.  doctors  must  charge  more  to  make  up  difference 

10.  full  itemization  of  medical  bills 

1 1 .  involve  the  patient  more  in  their  own  health  care  decisions 

12.  implement  "MediSave"  programs  (medical  IRAs) 

13.  increase  funding  for  rural  health  and  trauma  center  grants 

14.  expand  community  care  facilities 

a.  more  dignified  care,  maintains  mental  health  better 

15.  develop  funding  mechanisms  for  greater  coverage  for  long  term  care 

16.  control  costs  of  pharmaceuticals 

17.  weigh  costs  and  need  for  technology 

a.  necessary  for  both  Catholic  and  Elliot  to  have  an  MRI? 

18.  effects  of  elderly  care  for  terminally  ill  on  system 

19.  greater  emphasis  on  health  care  in  public  schools 

20.  address  pre-existing  conditions  and  insurance  transferability 

VI.  CONSUMER  CHOICE  MODEL 

A.  Promotes  free  market  competition  in  the  insurance  industry 

B.  drives  premiums  down,  increases  accessibility 
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VII.  FINISH  UP 

A.  health  care  a  massive  problem 

B.  scope  is  narrowing,  people  becoming  more  aware 

C.  must  work  together 

D.  single  payer  can't  work  -  everything  will  stagnate 

1 .  need  to  preserve  quality  and  expand  accessibility 
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Thank  you  for  the  opportunity  to  appear  before  the  Committee  on  Small 
Business .  As  always ,  we  appreciate  the  opportunity  to  share  our  views  with 
you. 

As  you  know,  the  Small  Business  Legislative  Council  (SBLC)  is  a 
permanent,  independent  coalition  of  nearly  one  hundred  trade  and 
professional  associations  that  share  a  common  commitment  to  the  future  of 
small  business .  Our  members  represent  the  interests  of  small  businesses  in 
such  diverse  economic  sectors  as  manufacturing,  retailing,  distribution, 
professional  and  technical  services,  construction,  transportation,  and 
agriculture.  For  your  information,  a  list  of  our  members  is  enclosed. 

If  the  election  of  President  Clinton  sent  one  signal  to  us,  it  is  that 
the  country  would  finally  be  united  in  agreeing  upon  the  need  for  immediate, 
comprehensive  health  care  reform.  For  at  least  two  years,  we  have  been 
preaching  the  need  for  comprehensive  reform  led  by  meaningful  cost 
containment,  and  the  pews  have  been  almost  empty.  We  are  pleased  they  are 
now  filling  up  fast . 

Our  own  education,  we  believe,  mirrors  the  progress  of  this  debate.  In 
1987  and  1988,  our  position  on  health  care  was  rather  simple  -  no  mandates  on 
employers.  In  truth,  small  business  understood  very  little  about  the  health 
care  system.  We  certainly  did  not  know  what  outcomes  assessment  research 
was,  let  alone  what  it  could  do  to  improve  the  quality  of  health  care. 
Community  rating  and  pre-existing  conditions  were  terms  someone  else  had  to 
worry  about.  On  the  other  side,  hardly  any  proponents  of  reform  uttered  the 
words  "cost  control. " 

Before  the  101st  Congress  began  in  1989,  we  took  a  hard  look  in  the 
mirror.  We  decided  the  problem  of  health  care  costs  had  already  grown  so 
significantly  that  we  could  no  longer  take  the  easy  way  out  by  complaining 
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about  somebody  else' s  solution.  We  had  to  do  something.  We  had  to  become 
part  of  the  solution,  not  an  obstacle  to  it. 

We  educated  ourselves .  We  toned  down  the  rhetoric  of  the  "no  mandates" 
and  began  to  explore  the  nature  of  our  small  business'  concerns.  By  1991  we 
had  developed  our  own  proposal  for  health  care  reform.  It  was  based  on  the 
belief  comprehensive,  not  incremental  reform,  was  necessary. 

Until  the  election  of  the  President,  we  certainly  believed  we  held  what 
can  only  be  considered  a  minority  view.  And  this  brings  me  to  our  proposal. 
I  will  not  recite  the  usual  litany  of  why  small  business  is  important  to  this 
nation  and  the  economy.  We  believe  it  is  well-documented,  and  the  President 
displayed  his  understanding  of  the  small  business  economy  during  the 
campaign. 

We  learned  during  our  period  of  reexamination  that  several  factors  were 
of  paramount  concern.  I  was  personally  responsible  for  one  series  of  focus 
group  studies  conducted  for  SBLC  in  Illinois  during  that  period.  What 
struck  me  most  were  the  shifting  sands  among  small  businesses,  their  growing 
command  of  the  nuances  of  the  health  care  delivery  system,  and  their  desire 
for  change . 

The  question  today  is :  "What  is  the  best  way  to  ensure  that  employees  of 
small  business  get  health  coverage? " 

The  answer  begins  and  ends  with  the  statement  "control  costs . "  We  are 
well  aware  of  the  number  of  Americans  employed  by  small  business  without 
health  care  coverage.  That  fact,  however,  must  be  placed  in  context.  What 
about  the  many,  many,  millions  of  Americans  who  do  receive  their  health  care 
benefits  through  a  small  business  employer?  In  comparison,  this  latter 
figure  is  a  rather  significant  number. 

We  are  convinced  the  gap  would  shrink  even  further  if  small  employers 
had  the  comfort  of  knowing  the  costs  of  coverage  would  not  become  a  quagmire 
from  which  they  could  not  extricate  themselves.  Further,  we  are  more 
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concerned  about  all  those  currently  providing  coverage .  They  have  simply 
run  out  of  options  for  controlling  costs  by  their  own  actions ;  they  have 
changed  programs,  tried  managed  care,  self  -insurance ,  and  cost  sharing. 
They  have  absorbed  all  the  costs  they  can.  Unless  we  control  costs,  all  is 
for  naught. 

The  truth  is ,  we  need  to  separate  the  health  care  profession  from  the 
health  care  business .  We  wish  the  marketplace  would  make  these  adjustments , 
but  we  are  not  so  naive  to  believe  free  enterprise  guarantees  the  perfect 
system.  Since  1977,  SBLC  has  been  an  outspoken  advocate  of  antitrust 
policy,  taxation  policy,  and  procurement  policy  that  allows  the  government 
to  smooth  out  the  market  "imperfections , "  to  permit  a  competitive  economy  to 
thrive.  In  this  health  care  debate,  we  have  come  to  the  conclusion  the 
government  must  undertake  a  role  to  control  costs . 

We  think  the  health  care  provider  community  should  be  asked  to  defend  or 
oppose  a  particular  cost  control  approach,  rather  than  the  employer 
community.  It  is  time  to  recognize  the  market  is  not  going  to  produce  cost 
containment  by  itself . 

I  know  the  subject  of  using  mandates  to  require  small  businesses  to 
provide  coverage  is  under  consideration.  Let  me  say,  it  is  hard  for  us  to 
imagine  that  anyone  could  warmly  embrace  the  concept  of  mandatory 
participation,  particularly  small  business  owners  for  whom  economic 
freedom,  the  right  to  have  no  one  tell  them  what  to  do,  is  one  of  the  primary 
motivations  to  become  a  small  business  owner. 

Having  said  that,  let  me  first  make  two  observations  and  then  some 
suggestions  about  mandates. 

In  our  ongoing  discussions  with  our  members,  it  is  apparent  to  us  that 
most  small  businesses  have  come  to  view  access  to  health  care  as  almost  a 
fundamental  right.  It  is  something  they  do  expect  all  Americans  to  have. 
Second,  most  small  business  owners  would  tell  you  they  believe  it  is  their 
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responsibility  to  provide  it.  The  barrier,  as  noted,  is  cost  and  the 
framework  for  undertaking  the  responsibility  is  the  freedom  to  determine  how 
to  do  it. 

These  observations ,  combined  with  the  recognition  we  are  asking  others , 
such  as  health  care  providers  to  make  dramatic  changes  in  their  contribution 
to  the  system,  lead  us  to  the  conclusion  we  cannot  summarily  rule  out  any 
alternative  that  adversely  affects  us ,  if  it  is  part  of  a  comprehensive 
solution,  notwithstanding  our  reservations.  Six  years  ago,  it  may  have  been 
appropriate.  Now  is  the  time  to  be  agents  for  change,  not  servants  shackled 
to  the  past.  After  all,  is  it  not  the  nature  of  the  successful  entrepreneur 
to  take  the  risky  road  to  pursue  a  better  tomorrow? 

First,  as  noted  above,  cost  controls  would  have  to  be  put  in  place  as  a 
condition  precedent.  It  does  get  a  little  tiring  to  us  for  others  to  suggest 
employers  need  to  do  more.  We  are  prepared  to  make  further  sacrifices,  but 
not  before  others  in  the  system  have  been  made  to  do  their  fair  share .  Let '  s 
not  forget  we  are  currently  responsible  for  providing  coverage  to  many 
Americans.  Before  we  can  ask  employers,  particularly  small  business 
employers,  to  do  more,  we  must  be  able  to  assure  them  they  are  not  stepping 
into  a  cost  quagmire  that  will  pull  them  under. 

Second,  any  mandatory  responsibility  would  have  to  be  a  shared 
responsibility.  The  employer  and  employee  must  share  the  responsibility  for 
health  care.  At  best,  price  and  fee  controls  or  global  budgeting  are  short- 
to  mid- term  solutions;  without  getting  the  individual  directly  involved  in 
some  financial  way,  we  will  never  impose  the  long-term  discipline  necessary 
to  restrain  our  health  care  appetite.  We  believe  taxation  of  the  excess  cost 
of  benefits  to  the  employee  would  be  an  excellent  starting  point.  If  there 
is  to  be  a  mandatory  participation  requirement,  it  should  be  borne  by  both 
the  employer  and  employee. 
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I  might  note,  it  is  difficult  for  us  to  imagine  the  small  business 
employer  community  would  sit  still  for  a  requirement  that  the  cost  of 
excessive  coverage  be  borne  by  the  business  as  a  non-deductible  expense.  In 
the  short-term,  you  will  ignite  a  firestorm  on  Capitol  Hill  of  substantial 
proportions .  In  the  long-term,  I  believe  you  will  see  companies  reducing 
benefits  to  the  level  under  the  specified  threshold,  but  without  the 
qualitative  determinations  you  desire  and  would  achieve,  if  the  individual 
participated  in  the  accountability  process . 

Third,  resolution  of  the  growing  problem  of  workers  compensation  costs 
must  be  part  of  a  comprehensive  solution.  We  are  certain  cutting  workers 
compensation  costs  would  be  a  very  attractive  inducement  for  accepting  any 
mandatory  responsibility. 

A  small  business  moving  and  storage  company  in  Des  Moines ,  Iowa  has  six 
local  drivers  making  annual  salaries  in  the  range  of  $20,000  to  $25,000 
each.  The  company  does  not  provide  health  insurance  for  these  drivers, 
primarily  because  of  the  high  cost  of  workers  compensation  insurance .  At 
the  state  rate  of  $20  per  $100  of  payroll,  a  driver  earning  $25,000  would 
cost  the  company  $5,000  a  year  in  workers  compensation  insurance  premiums. 
On  the  other  hand,  that  same  driver,  30  years  old  and  single,  would  cost  the 
company  $190  per  month,  or  $2,280  per  year,  for  health  insurance,  if  offered 
by  the  company.  If  the  company  paid  both  workers  compensation  insurance  and 
health  insurance,  the  total  annual  cost  would  be  almost  30  percent  of  the 
driver's  salary. 

For  the  six  drivers,  on  an  annual  basis,  the  company  pays  about  $27,000 
for  workers  compensation,  or  more  than  the  annual  salary  of  any  single 
driver.  Even  assuming  $250  a  month  for  health  care  insurance  per  driver,  the 
company's  annual  cost  would  be  $18,000.  Obviously,  if  the  company  provided 
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both  types  of  insurance,  the  annual  cost  would  be  equal  to  the  average  annual 
salaries  of  two  drivers,  i.e. ,  $27,000  plus  $18,000  equals  $45,000  divided 
by  two:  $22,500. 

We  do  believe  there  would  be  widespread  support  in  the  small  business 
community  for  reform  that  "mandates"  on  the  one  hand  and  "cuts  costs"  on  the 
other.  For  example,  government  might  mandate  that  this  company  pay 
50  percent  of  the  health  insurance  costs  for  the  drivers  in  exchange  for 
government  setting  a  cap  of,  say,  50  percent  of  the  current  state  workers 
compensation  rate,  or  require  the  employer  to  pay  the  entire  premium  of  at 
least  a  basic  health  care  insurance  which  would  include  coverage  of  all 
workers  compensation  claims.  Also,  with  some  flexibility  in  these  options, 
the  employer  could  create  pay  incentives  for  risk  management  practices  of 
employees  who  then  would  have  a  vested  interest  in  reducing  claims  and 
controlling  costs . 

There  are  several  other  components  of  the  health  care  debate  I  would 
like  to  touch  upon  briefly.  The  first  is  the  delivery  system  itself .  On  this 
point,  we  believe  the  "mandated  responsibility"  issue  may  soon  be 
overshadowed  by  the  "mandated  participation"  issue.  Specifically,  we  are 
concerned  about  the  mandatory  participation  in  a  health  alliance.  If  the 
substantial  majority  of  small  businesses  are  currently  providing  coverage, 
they  are  doing  so  with  the  belief  they  have  some  control  of  the  "hows"  of 
coverage.  We  have  supported  the  basic  concept  behind  "managed  competition. " 
The  idea  of  buying  groups  appeals  to  us .  What  we  have  not  been  able  to 
reconcile  is  a  mandatory  requirement  for  small  businesses  to  join  such  a 
group.  As  I  indicated  earlier,  small  business  owners  want  to  retain  the 
flexibility  of  choosing  their  approach  in  assuming  this  responsibility. 

Associations,  for  example,  have  offered  one  alternative  approach  for 
many  small  businesses  to  provide  health  care  benefit  coverage.  Further,  we 
do  not  think  one  can  rule  out  self -insurance,  in  whole  or  part,  if  there  is  a 
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way  to  ensure  its  legitimacy  under  comprehensive  reform.  We  do  not  know  how 
one  reconciles  self -insurance  options  with  managed  competition,  but  we  are 
always  struck  by  the  number  of  smaller  businesses  that  do  provide  meaningful 
benefits  to  their  employees  with  some  type  of  self-insurance  arrangement. 
We  believe  small  business  will  want  to  retain  some  flexibility  in  that 
regard. 

At  this  time,  we  are  not  sure  what  role  the  insurance  industry  will  play 
in  the  new  world  after  comprehensive  reform.  If  we  build  on  the  current 
system,  some  administrative  reforms  are  necessary  to  reduce  the  high  cost  of 
administering  small  business  programs.  We  do  know  that  using  pre-existing 
conditions  and  other  underwriting  devices  to  "cherry-pick"  the  market  are 
not  acceptable  if  we  are  to  have  comprehensive  reform,  universal  access ,  and 
cost  control. 

Even  if  we  have  mandatory  responsibility  for  coverage,  shared  by 
employers  and  employees,  we  still  have  those  who  are  unemployed,  are  part- 
time  employees,  and  others  who,  for  one  reason  or  another,  do  not  fall  within 
the  employer-based  system.  As  you  know,  the  price  tag  for  universal  access 
is  significant.  We  cannot  imagine  small  businesses  being  required  directly 
to  provide  health  care  for  someone  who  works  less  than  30  hours  for  the 
employer . 

How  we  pay  for  universal  access,  even  with  some  mandatory  shared 
responsibility,  is  also  begining  to  creep  past  the  mandatory  responsibility 
question  as  a  major  concern.  We  do  not  have  a  specific  revenue  proposal  in 
mind,  but  we  do  believe  it  must  be  one  that  is  absorbed  by  the  citizenry  as  a 
whole,  rather  than  one  that  is  rolled  directly  into  the  costs  of  health  care 
that  must  be  borne  by  the  employer  community.  Payroll  taxes  will  not  work. 

There  are  many  other  aspects  of  health  care  reform  I  have  not  touched  on 
in  our  remarks.  For  example,  we  believe  reforms  of  public  sector  programs, 
Medicare  and  Medicaid,  are  in  order.  We  believe  strongly  that  medical 
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malpractice  reforms  are  necessary.  We  believe  significant  cost  savings  can 
be  achieved  by  fundamental  civil  justice  reform. 

Our  goal  is  to  achieve  comprehensive  reform  with  meaningful  cost 
control,  to  accomplish  it  sooner  rather  than  later,  and  to  do  so  with  shared 
responsibility  by  all  parties. 

Thank  you  for  this  opportunity  to  present  our  views .  We  look  forward  to 
continuing  to  work  with  the  President  and  Congress  on  this  important  issue. 

/S2812 
Enclosure 
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Manufacturing:  Jk  Iq  to  Economic  Growth 


/  U.S.  manufacturing's  direct  share  of  the  Gross  Domestic 
Product  (GDP)  has  averaged  more  than  21  percent  since 
World  War  II.  And  nearly  half  of  economic  activity 
depends  indirectly  on  manufacturing. 

/  U.S.  manufacturing  productivity  growth  averaged  3 
percent  during  the  1980s,  compared  with  almost  zero 
growth  in  the  rest  of  the  U.S.  economy. 

/  U.S.  manufacturing  exports  have  been  the  single  main 
source  of  strength  in  the  current  economy  — 
contributing  30  percent  to  40  percent  of  the  nation's 
economic  growth  since  1987. 

/  Each  $  1  billion  of  exports  creates  20,000  new  jobs. 
Since  1985,  exports  have  saved  4  million  jobs  in  the 
U.S.  communities. 

/  Manufacturing  jobs  on  average  pay  15  percent  more 
than  jobs  elsewhere  in  the  economy. 

/  Manufacturing  provides  the  bulk  of  technological 
advances  and  innovation  for  the  economy. 
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SUMMARY 


In  1992,  the  NAM  conducted  a  membership  survey  on  health  costs.  Employer  health  costs 
overall,  according  to  this  survey,  are  rising  15  percent  yearly.  For  smaller  companies-with  50 
or  fewer  employees-the  increase  in  1991  was  16  percent.  This  represented  an  amount  equal  to 
31.3  percent  of  corporate  net  profits  in  1991  for  all  employers  with  little  variation  between  large 
and  small  companies. 

Health  coverage  is  offered  by  over  97  percent  of  all  survey  respondents  while  93  percent  of 
small  businesses  provide  such  coverage.  As  to  percent  of  payroll  consumed  by  health  care,  both 
large  and  small  firms  reported  a  9. 1  percent  figure. 

U.S.  firms,  many  of  whom  sponsor  workplace  benefits,  view  with  dismay  annual  health  cost 
increases  three  times  general  inflation  and  higher.  Health  costs  are  having  a  major  impact  on 
manufacturers.  While  difficult  to  quantify,  there  is  a  growing  belief  that  as  a  result  of  increased 
spending  on  health  care,  less  is  being  spent  on  upgrading  plant  and  facilities,  research  and 
development,  training/retraining  and  other  critical  business  investment. 

The  NAM  Board  of  Directors  on  February  13,  1993  approved  a  resolution  which  indicates  that 
the  NAM  will  be  flexible  in  lobbying  on  reform.  We  will  look  at  proposals  in  their  entirety  and 
not  immediately  reject  them  because  we  may  oppose  individual  provisions.  Rather,  we  will 
evaluate  proposals  to  determine  what  is  in  the  long-term  interests  of  the  NAM  membership  and 
the  nation  to  increase  access  to  health  care  without  jeopardizing  quality,  while  constraining  costs. 


78 

Testimony  of 

Ronald  Bullock,  President 

Bison  Gear  and  Engineering  Corporation 

on  Behalf  of  the 

National  Association  of  Manufacturers 

on  National  Health  Care  Reform 

Before  the  Committee  on  Small  Business 
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Mr.  Chairman  and  members  of  the  Committee  on  Small  Business,  I  am  Ron  Bullock, 
President/Bison  Gear  and  Engineering  Corporation,  Downers  Grove,  Illinois.  Bison  Gear 
manufactures  gear  motors  which  are  used  for  various  purposes  including  ice  machines,  restaurant 
equipment,  exercise  equipment  and  electric  wheel  chairs.  My  company  is  an  active  member 
of  NAM'S  Small  Manufacturers  Forum.  We  provide  health  coverage  for  our  150  employees  and 
their  families  through  a  Preferred  Provider  Organization  (PPO)  arrangement  which  includes 
employee  cost-sharing.  Our  health  plan  is  self-insured.  In  1992  our  health  costs  consumed  8-9 
percent  of  payroll.  Bison  Gear's  health  plan  is  collectively  bargained. 

Accompanying  me  is  Sharon  Canner,  the  NAM'S  Assistant  Vice  President  for  Industrial 
Relations.  I  am  pleased  to  appear  today  on  behalf  of  the  NAM'S  12,000  member  companies, 
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8,500  of  whom  have  fewer  than  500  employees.  Of  these  smaller  companies,  15  percent  have 
fewer  than  25  employees,  26  percent  have  from  26  to  50  employees  and  25  percent  have  from 
51  to  100  employees. 

We  commend  you,  Mr.  Chairman,  for  convening  this  hearing  today  to  address  the  problems  of 
health  costs  and  the  impact  they  have  on  employers  who  pay  the  bills,  on  jobs  and  on  the 
persons  who  lack  access  to  affordable  health  coverage. 

This  testimony  will  highlight  a  1992  NAM  membership  survey  on  health  costs  and  reform, 
respond  to  the  Committee's  questions  and  offer  recommendations  on  improving  the  health  care 
system. 

Health  Costs.  Reform  and  NAM  Members 

In  the  summer  of  1992,  the  NAM  conducted  a  survey  (NAM  Survey  on  Health  Care  Reform  and 
Costs)  to  determine  prevailing  attitudes  toward  the  rising  costs  of  health  care  and  current  health 
care  reform  proposals.  The  following  paragraphs,  drawn  from  this  survey,  address  the 
Committee's  questions  on  coverage  and  costs. 

Self-Insurance.  Nearly  half  (44  percent)  of  the  survey  respondents  are  self-insured,  although 
this  figure  correlates  strongly  to  company  size.  Only  1 1  percent  of  the  responding  companies 
with  50  or  fewer  employees  are  self-insured,  compared  with  45  percent  of  those  with  51to 
1,000  employees.     Fully  94  percent  of  the  participating  companies  with  more  than  1,000 
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employees  are  self-insured. 

Coverage  Rates.  Nearly  all  (97.4  percent)  of  the  survey  respondents  offer  health  care  coverage 
to  employees  and  their  dependents.  Smaller  companies-with  50  or  fewer  employees-were  only 
slightly  less  likely  to  offer  coverage  (93  percent)  than  larger  companies  (98  percent).  As  far  as 
manufacturing  is  concerned,  coverage  rates  do  not  differ  significantly  between  large  and  small 
companies.  We  are  proud  of  the  outstanding  record  that  manufacturers  have  of  providing  health 
care  benefits  to  their  employees. 

Cost  Increases.  Companies  responding  to  the  survey  experienced  increases  in  the  cost  of  their 
health  care  premiums  (or  premium  equivalent,  if  self-insured)  in  the  range  of  15. 5  percent  in 
1989  and  1990  and  approximately  15.0  percent  in  1991.  Health  plan  premium  costs  are  rising 
at  a  rate  that  is  more  than  three  times  the  rate  of  general  inflation  and  nearly  five  times  the  rate 
of  inflation  in  wages  and  salaries  for  the  typical  manufacturer  during  this  period. 

Smaller  companies-with  50  or  fewer  employees-saw  a  somewhat  faster  rise  in  premium  costs 
than  larger  companies  in  each  of  the  three  years.  In  1989,  smaller  companies  experienced  an 
average  16.5  percent  increase  in  health  care  premiums  while  larger  companies  saw  an  average 
of  15. 1  percent.  In  1990,  the  average  increase  was  16.0  percent  for  smaller  companies  and  15.3 
percent  for  the  larger.  In  1991,  the  average  increase  for  smaller  companies  was  16  percent, 
compared  with  14.6  percent  for  the  larger  companies. 
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Cost  and  Corporate  Net  Profits.  The  survey  participants  were  asked  to  estimate  what 
percentage  of  annual  net  profits  went  to  covering  the  cost  of  health  care  for  their  active  and 
retired  employees  in  each  of  the  past  three  years.  In  1989,  respondents'  health  care  costs 
represented  an  amount  equal  to  26.3  percent  of  net  profits,  rising  to  28.4  percent  in  1990  and 
31.3  percent  in  1991,  with  little  variation  between  smaller  and  larger  employers. 

Percent  of  Payroll.  When  health  care  costs  are  measured  as  a  percentage  of  payroll  cost,  the 
survey  respondents  indicated  that  in  1991,  health  plan  costs  represented  an  amount  equal  to  9.1 
percent  of  payroll-the  same  for  large  and  small  employers  alike.  This  figure  represents  health 
plan  costs  for  active  employees  only,  and  thus  appears  somewhat  smaller  than  the  figures 
generally  seen,  which  often  include  health  plan  costs  for  both  actives  and  retirees. 

Health  Care  Reform  and  Future  Coverage  Rates.  Should  health  care  reform  make  coverage 
more  available  and  affordable,  more  small  companies  not  currently  offering  benefits  are  likely 
to  do  so.  Providing  a  purchasing  framework,  such  as  been  proposed  in  purchasing  alliances 
under  managed  competition,  would  help  alleviate  much  of  the  administrative  burden  that  now 
discourages  some  small  firms  from  offering  coverage. 

Bison  is  also  a  member  of  the  Small  Motor  Manufacturer's  Association  which  conducted  a 
survey  of  its  165  members  whose  average  size  is  220  employees.  The  average  cost  per 
employee  for  these  companies  was  $3,257.  Thirty  percent  of  SMMA  members  are  unionized. 
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Rates  of  Increase  in  Workers'  Compensation  Insurance  for  Small  Business.  The  overall  cost 
of  workers'  compensation  insurance  has  increased  for  both  large  and  small  business  at  a  similar 
rate.  As  the  cost  of  workers'  compensation  insurance  has  increased  though,  smaller  businesses 
have  had  fewer  resources  than  larger  businesses  to  absorb  those  increases.  Available  information 
(National  Foundation  for  Unemployment  Compensation  &  Workers'  Compensation  Research 
Bulletin,  4/19/93),  indicates  that  cash  indemnity  and  medical  benefits  paid  increased  183.4 
percent,  from  $12.5  billion  to  $35.3  billion  over  the  1981-1990  period  for  both  small  and  large 
businesses.  Estimates  for  indemnity  and  medical  benefits  for  1993  are  likely  to  be  near  $70 
billion,  thus  continuing  this  trend.  Any  cost  increases  in  workers'  compensation  insurance  will 
make  it  more  difficult  for  small  businesses  to  purchase  workers'  compensation  insurance. 

Responses  to  the  Committee's  Other  Questions 

The  Committee  is  seeking  answers  to  various  questions  on  expanding  coverage  for  small  firms. 
Some  of  the  questions  posed  by  the  Committee,  however,  are  difficult  to  answer  at  this  point 
absent  die  context  of  an  entire  proposal  and  thus  our  responses  are  incomplete  in  some  cases. 
In  an  effort  to  assist  the  Committee,  we  have  tried  to  at  least  raise  points  which  should  be 
considered  in  crafting  future  legislation. 


1.  Employer  Mandates  and  Small  Business  Phase-in.  Phasing-in  a  mandate  for  small 
businesses  raises  certain  questions  about  a  level  playing  field.  In  many  instances,  small 
businesses  not  currently  providing  benefits  may  compete  with  other  small  businesses  (or  large 
firms)  which  do  provide  coverage.  Too  long  a  phase-in  would  disadvantage  the  providing  firms 
in  favor  of  the  nonproviding  firms.  For  example,  a  security  firm  which  does  not  provide 
benefits  now  may  be  permitted  under  the  new  plan  to  pay  only  a  2  percent  payroll  tax  initially 
while  its  competitor  may  be  paying  the  full  cost  of  providing  benefits.  Balancing  competitive 
considerations  with  the  need  to  bring  all  employers  into  the  system  will  be  difficult  necessitating 
compromise  from  all  parties.   You  should  also  know  that,  while  we  are  reserving  judgment  in 
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this  instance,  the  NAM  historically  has  opposed  the  mandating  of  employee  benefits. 

2)  Employer  Mandates  and  Financing.  Determining  how  to  finance  a  system  with  an 
employer  mandate  would  depend  on  the  range  of  other  elements  in  the  plan.  For  example,  if 
the  small  business  contribution  is  capped,  what  other  financing  (and  at  what  rate)  would  be 
available  to  subsidize  that  cost?  What  of  small  businesses  now  providing  coverage?  Would  there 
be  a  maintenance  of  effort  for  these  companies  and  if  so,  would  they  be  placed  at  a  competitive 
disadvantage  vis  a  vis  those  being  subsidized?  It  is  difficult  to  conceptualize  a  financing  scheme 
without  knowing  how  the  rest  of  the  proposal  is  structured. 

3)  Capping  the  Small  Business  Employer  Contribution.  Again,  determining  a  percentage  for 
capping  the  small  business  contribution  is  very  difficult  without  sufficient  information.  For 
example,  manufacturers,  both  large  and  small,  already  bear  a  disproportionate  burden  of  the 
cost-shifting  that  occurs  from  government  underpayment  for  Medicare  and  Medicaid  and  from 
employers  not  providing  benefits.  Truly  eliminating  this  cost-shift  and  creating  a  level  playing 
field  for  all  employers  would  be  a  major  accomplishment.  It  is  an  important  starting  point  for 
determining  any  small  business  cap  as  well  as  costs  to  be  bome  by  all  players  in  the  system, 
including  consumers,  labor  and  other  businesses. 

4)  Employer/Employee  Contribution.  While  many  employers  continue  to  use  the  standard 
80/20  split,  others  have  varied  the  split  depending  on  other  elements  of  the  plan  design  including 
incentives  for  healthy  lifestyles,  a  willingness  to  accept  a  pre-approved  network  of  providers 
in  exchange  for  less  cost-sharing,  and  other  special  plan  features.  Allowing  flexibility  in  plan 
design  to  encourage  judicious  use  of  services  and  quality  outcomes  is  important  in  getting  the 
best  quality  at  the  best  price  for  the  benefit  dollar. 

5)  Government  Subsidy  of  Small  Business.  There  may  be  a  need  to  financially  assist  startup 
businesses  and  those  in  temporary  financial  distress.  However,  determining  what  constitutes  an 
"unprofitable"  business  (many  large  firms  are  also  unprofitable)  and  for  how  long  may  be 
difficult.  Some  consideration  should  be  given  to  assisting  low-wage  workers  directly  since 
benefits  for  small  firms  are  likely  to  be  provided  through  regional  alliances  (under  the 
Administration's  plan)  and  direct  assistance  to  individuals  would  also  address  the  issue  of 
portability. 

6)  Medicaid  and  National  Health  Reform.  To  discourage  cost-shifting  to  the  private  sector, 
the  Medicaid  population  should  be  included  in  regional  alliances  with  other  populations.  But  to 
avoid  adverse  selection,  state  and  federal  governments,  at  least  for  the  immediate  future,  should 
continue  to  pay  directly  for  these  populations.  Continued  government  payments  would  assure  that 
employers  were  not  made  to  subsidize  other  system  participants.  At  the  same  time,  government 
should  be  a  prudent  purchaser  of  services,  but  not  set  reimbursement  levels  so  low  as  to 
exacerbate  cost-shifting  to  the  private  sector. 
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7)  Incorporating  Workers'  Compensation  into  a  National  Health  Care  Plan.  The  NAM  will 
review  any  health  care  reform  proposal  that  includes  workers'  compensation  against  a  set  of 
guidelines  (which  have  been  submitted  for  the  record)  and  in  the  overall  context  of  the  health 
care  reform  proposal.  Any  health  care  reform  proposal  that  includes  any  portion  of  workers' 
compensation  should  ensure  that:  the  quality  of  care  for  occupational  injuries  and  illnesses  is 
maintained  or  improved,  litigation  is  reduced,  overall  costs  are  reduced,  incentives  for  workplace 
safety  be  maintained  (i.e.,  experience-rated  premiums),  the  ability  to  self-insure  be  maintained, 
fraud  by  any  party  be  subject  to  civil  and  criminal  penalties  and  that  employers  be  permitted  to 
choose  the  provider  of  workers'  compensation  care  and  services. 

The  NAM  met  with  the  Health  Care  Task  Force  several  times  on  the  issue  of  including  the 
medical  portion  of  workers'  compensation  in  the  health  care  proposal.  We  have  a  concern  that 
this  could  be  a  very  complicated  system  to  implement.  For  example,  would  the  alliance  be 
responsible  for  issuing  two  premiums  to  the  business  community,  one  for  health  care  that  might 
be  community-rated  and  one  for  workers'  compensation  that  is  risk-rated?  Would  this  lead  to 
the  creation  of  a  new  dual  claims  system  in  which  one  claim  would  be  submitted  for  medical 
costs  and  another  for  indemnity  costs?  The  NAM  fears  this  could  be  a  costly,  burdensome,  and 
confusing  system  to  administer. 

8)  The  Benefit  for  Small  Business  of  Incorporating  the  Health  Component  of  Workers' 
Compensation  into  the  Health  Care  Plan.  There  are  various  factors  that  must  be  considered 
for  any  savings  on  the  medical  side  of  workers'  compensation  to  be  of  value  to  small  business. 
If  any  new  health  care  system  in  any  way  increases  the  abuse  of  the  system,  such  as  creates  an 
incentive  for  the  employee  or  the  doctor  to  determine  that  an  injury  was  work-related  or  delays 
the  return  to  work  of  the  employee,  costs  could  actually  increase,  particularily  on  the  indemnity 
side  of  workers'  compensation.  Thus,  any  savings  on  medical  costs  could  be  outweighed  by 
increased  indemnity  costs.  Any  new  system  would  also  have  to  reduce  litigation  and  "doctor 
shopping"  and  include  true  risk-rated  workers'  compensation  premiums  for  the  medical  savings 
to  be  of  value  to  small  employers. 

9)  Controlling  Health  Costs.  While  global  budgets  and  strict  regulatory  controls  are  an 
appealing  way  to  immediately  cut  spending,  these  efforts  do  nothing  to  create  the  long  run 
incentives  for  providers  and  consumers  to  make  the  necessary  behavioral  changes.  These 
include  improving  the  delivery  system  and  rewarding  providers  to  deliver  quality  care  at 
reasonable  cost,  encouraging  consumers  to  make  better  use  of  their  benefits,  enacting  medical 
liability  tort  reform  to  reduce  defensive  medicine,  assuring  the  right  mix  of  health  care 
practitioners,  reducing  administrative  waste,  enacting  insurance  reform  and  otherwise 
comprehensively  reforming  our  health  system. 

10)  Voluntary  Controls  on  Health  Spending.  Voluntary  targets  for  health  spending  may  have 
a  psychological  effect  on  cost.  In  fact,  some  believe  that  the  mere  threat  that  comprehensive 
reform  will  be  enacted  sometime  during  the  103rd  Congress  has  spurred  providers  to  hold  the 
line  on  costs  and  more  employers  to  implement  managed  care  at  a  faster  rate  than  they  would 
have  with  a  less  activist  Administration  and  Congress. 
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1 1)  Universal  Coverage.  A  goal  of  covering  all  our  citizens  is  important.  Assuring  access  to 
care  will  be  difficult  to  achieve  for  logistical  as  well  as  practical  reasons-even  a  mandate  on  the 
individual  will  not  assure  that  all  receive  care.  Some  inner  city  and  rural  residents  today  require 
special  outreach  efforts  and  that  is  likely  to  continue  regardless  of  changes  made  to  the  current 
system. 

The  most  vulnerable  of  the  uninsured-children  and  pregnant  women-must  be  a  priority  of  these 
efforts.  Achieving  universal  coverage  will  require  an  improved  delivery  system  such  as  has  been 
recommended  by  managed  competition  proposals.  Other  elements  should  include  linkages  with 
existing  public  health  programs,  permitting  employer  flexibility  in  design  of  benefits  as  well 
forming  cooperatives  with  other  employers  and  in  other  ways  enhancing  creativity  and  innovation 
among  all  the  players  to  improve  and  expand  the  system. 

12)  Role  of  Small  Business  Under  a  National  Health  Care  System.  Given  the  diversity  of 
small  businesses  and  their  respective  corporate  cultures,  it  is  difficult  to  legislate  that  all  small 
businesses  shall  play  either  an  exclusive  financial  role  or  an  exclusive  management/delivery  role. 
Small  firms  fall  on  both  sides.  Some  family-owned  manufacturing  firms  have  a  long  history  of 
providing  benefits  to  generations  of  workers,  while  some  young  high-tech  firms  have  no  desire 
to  "be  in  the  benefits  business. "  Thus,  some  flexibility  for  companies  in  making  choices  around 
these  issues  is  essential. 

13)  Self-insurance  and  Large  Businesses.  Since  1974,  the  Employee  Retirement  Income 
Security  Act  (ERISA)  has  made  it  administratively  and  financially  feasible  for  millions  of 
American  workers  and  their  families  to  receive  employer-provided  health  benefit  coverage.  Self- 
insured  employers  have  been  innovators  in  managing  their  health  costs,  insisting  on  quality  when 
buying  health  services  and  otherwise  taking  steps  to  stretch  their  benefit  dollar. 

This  aggressive  management  would  not  take  place  under  a  system  lacking  incentives  such  as 
been  suggested  in  single-payer  proposals  or  in  other  approaches  in  which  employers  contribute 
to  financing  only,  but  have  no  role  in  managing  the  benefit  design  and  delivery.  Retaining  self- 
insurance  and  the  uniform  body  of  rules  granted  by  ERISA  is  an  important  incentive  for  large 
employers  to  provide  coverage  in  multiple  locations  nationwide. 


Self-insurance  for  small  employers  (up  to  a  reasonable  size)  bears  careful  study.  Companies 
with  fewer  than  200  employees  have  found  self-insurance  workable.  Of  course,  efforts  to  avoid 
costly  state  mandates  have  also  driven  small  employers  to  self-insure.  Eliminating  state 
mandates  under  a  reformed  system  may  remove  the  attractiveness  of  self-insurance  for  some 
small  businesses. 
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Impact  of  Health  Costs  on  Employers 

The  fact  that  the  United  States  spends  more  on  health  care  than  the  other  23  nations  belonging 
to  the  Organization  for  Economic  Cooperation  and  Development  (OECD)  continues  to  confound 
policymakers  concerned  with  the  U.S.  position  in  global  markets.  At  the  same  time,  the  United 
States  ranks  higher  in  infant  mortality  and  lower  in  life  expectancy  and  fails  to  cover  all  of  its 
population.  Some  point  to  our  cultural  diversity,  crime  rates,  substance  abuse  and  other  social 
problems,  noting  that  contrasting  the  United  States  with  other  industrialized  nations  amount  to 
an  "apples  and  oranges"  comparison. 

Nevertheless,  U.S.  firms,  many  of  whom  sponsor  workplace  benefits,  view  with  dismay  annual 
health  cost  increases  three  times  general  inflation  and  higher.  While  difficult  to  quantify,  there 
is  a  growing  belief  that  as  a  result  of  increased  spending  on  health  care,  less  is  being  spent  on 
upgrading  plants  and  facilities,  research  and  development,  training/retraining  and  other  critical 
business  investment.  In  short,  while  business  has  to  pay  increasing  amounts  to  keep  workers 
healthy,  the  true  price  may  be  borne  by  other  facets  of  production  that  are  not  funded  to  the 
extent  necessary  to  keep  the  U.S.  business  economy  competitive.  Rising  health  costs  may  affect 
employers  in  different  ways;  for  example,  the  degree  to  which  firms  may  choose  to  pay  more 
overtime,  rather  than  hire  new  workers  because  of  the  potential  health  benefit  costs.  This 
reluctance  to  hire  may  contribute  to  higher  unemployment  rates. 
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Recommendations  to  Improve  the  Health  Care  System 

The  NAM  Board  of  Directors  on  February  13  approved  a  resolution  which  calls  for  a 
comprehensive  reform  package  that  should  include,  but  not  be  limited  to,  universal  coverage, 
medical  liability  tort  reform,  administrative  and  quality  initiatives,  and  implementation  of  cost 
containment  measures  to  address  both  corporate  cost  increases  and  cost-shifting.  (These 
recommendations  are  detailed  below.) 

The  resolution  indicates  the  NAM  will  be  flexible  in  reviewing  reform  proposals.  We  will  look 
at  proposals  in  their  entirety  and  not  immediately  reject  them  because  we  may  oppose  some  of 
the  individual  provisions.  For  example,  while  the  NAM  does  not  endorse  mandates  on 
employers,  we  recognize  that  an  employer-based  system  of  health  benefits  will  require 
responsibilities  on  all  employers  to  contribute  to  the  system  so  as  not  to  unduly  burden  those 
companies  now  providing  coverage.  We  will  evaluate  proposals  to  determine  what  is  in  the 
long-term  best  interests  of  the  NAM  membership  and  the  nation  to  increase  access  to  health  care 
without  jeopardizing  quality,  while  constraining  costs.  Similarly,  other  groups  concerned  with 
reform  must  also  take  the  broad  view,  and  compromise  when  necessary  so  we  can  achieve 
reform  before  we  further  mortgage  our  economic  futures. 

As  the  debate  goes  forward,  we  urge  you  tb  carefully  evaluate  various  solutions,  particularly 
health  care  financing  mechanisms  and  their  potential  impact  on  manufacturers.  For  example, 
these  mechanisms  could  well  affect  wages,  employment,  profit,  price  and  trade  flow  changes. 
Ultimately,  we  must  fashion  a  health  care  system  that  reduces  the  high  rate  of  cost  increases  for 
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American  business  and  preserves  our  future  economic  viability  and  capacity  to  support  other 
essential  national  priorities. 

•  Quality  Improvement  and  Administrative  Efficiencies.  To  assist  consumers  and  payers 
(employers)  in  buying  cost-effective  quality  health  care,  we  must  develop  and  disseminate  health 
care  outcomes  data  and  other  quality  measurement  information.  In  addition,  it  is  essential  that 
reform  include  uniform  data  systems  on  claims  and  outcomes  that  can  be  shared  nationally.  The 
efficiency  and  productivity  gains  achieved  by  manufacturers  must  now  be  adopted  by  the  health 
care  sector  as  well. 

•  Medical  Liability  Tort  Reform.  Defensive  medicine-the  extra  tests  and  treatments  ordered 
by  physicians  to  protect  against  lawsuits-adds  to  the  cost  of  medical  care.   Federal  tort 
reforms-i.e.  periodic  payments  for  large  awards,  mandatory  offsets  for  collateral  sources,  limits 
on  noneconomic  damages-are  needed  as  well  as  practice  guidelines  and  alternative  dispute 
resolution  (ADR)  mechanisms. 

•  ERISA  and  State  Flexibility.  The  Employee  Retirement  Income  Security  Act  (ERISA)  has 
encouraged  self-insured  employers  to  provide  health  benefits  across  multiple  plant  locations 
without  the  threat  of  conflicting  state  laws.  System  reform  should  continue  the  basic  principles 
of  this  law  to  assure  such  coverage  remains  affordable  for  employees  and  employers.  ERISA 
waivers  now  pending  in  Congress  would  allow  states  broad  latitude  in  implementing  state  health 
reform  efforts.  The  NAM  opposes  these  waivers  given  their  potential  to  create  a  patchwork  of 
state  health  laws  that  would  harm  the  millions  of  Americans  now  receiving  employer-provided 
benefits. 

•  Cost-shifting  and  Employer  Health  Plans.  Of  the  1991  employer  bill  for  health  care,  28 
percent  or  $1 1.5  billion  (Lewin/ICF.Inc.)  was  due  to  cost-shifting.  Underpayment  to  doctors 
and  hospitals  by  Medicare  and  Medicaid  contribute  heavily  to  cost-shifting  as  well  as  to 
manufacturers'  costs  of  providing  health  coverage  for  workers'  dependents  employed  by  non- 
providing  employers.  Providers  to  public  programs  must  be  paid  fairly  to  deter  cost-shifting  to 
private  employers. 

•  Improved  Delivery  System  and  Universal  Coverage.  We  must  move  to  a  system  of 
universal  coverage  through  managed  competition  to  include  purchasing  alliances  and  other 
mechanisms  to  promote  the  delivery  of  affordable  quality  health  care.  Medicare  must  be  brought 
into  the  new  system  to  deter  cost-shifting  and  to  ensure  that  Medicare  beneficiaries  enroll  in 
cost-efficient  managed  care  plans  just  like  those  persons  under  65. 

•  Tax  Status  of  Health  Benefits/Financing.  Limiting  employer  deductibility  for  health  care 
without  a  similar  limit  on  the  employee  will  do  nothing  to  change  consumer  behavior,  which  is 
essentia]  to  managing  health  costs.  We  must  finance  health  care  in  a  way  that  does  not 
aggravate  buying  decisions  or  reduce  employment.  Financing  should  be  broad-based. 
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Thank  you  for  this  opportunity  to  testify  before  the  Committee  on  Small  Business  on  the 
important  subject  of  national  health  care  reform.  The  National  Federation  of  Independent 
Business  (NFIB)  appreciates  the  opportunity  to  share  with  the  Committee  the  data  and 
conclusions  we  have  accumulated  over  the  course  of  a  decade  of  research  and  communications 
on  the  health  insurance  needs  of  the  small  business  community. 

NFIB  is  the  nation's  largest  small  business  advocacy  organization,  representing  more  than 
600,000  small  and  independent  business  owners  nationwide. 

BACKGROUND 

Health  insurance  was  first  cited  as  the  number  one  problem  for  small  business  owners  in 
a  1986  NFIB  Foundation  survey,  Problems  and  Priorities.  Since  that  time,  the  cost  of  health 
insurance  has  been  rated  the  number  one  small  business  problem.  In  recent  years,  it  has  become 
twice  as  critical  as  the  number  two  problem,  "federal  taxes  on  business  income." 

NFIB  Foundation  surveys  also  found  that  small  business  owners  view  health  insurance 
as  the  top  fringe  benefit  they  make  available  to  their  employees,  both  out  of  a  sense  of  familial 
obligation  and  competitive  necessity.  According  to  our  studies,  firms  that  provide  insurance  tend 
to  be  the  more  stable,  mature,  more  profitable  firms,  and  have  more  full  time  employees  than 
their  counterparts  that  do  not  offer  insurance.  NFTB's  members  tend  to  be  more  stable  and 
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mature  than  the  general  small  business  community.  A  larger  percentage  of  them  --  two-thirds  - 
-  provide  health  insurance  as  a  fringe  benefit.  Of  the  firms  that  do  not  offer  health  insurance, 
two-thirds  say  they  would  do  so  if  they  could  afford  it. 

Recent  statements  by  the  Administration  and  others  have  put  the  number  of  U.S. 
employers  providing  health  insurance  at  two  out  of  three.  However,  this  number  is  inaccurate 
by  about  20  percentage  points.  In  fact,  not  more  than  45  percent  of  U.S.  employers  provide 
health  insurance. 

Let  me  walk  you  through  how  we  arrive  at  that  figure: 


1.         Of  the  approximately  five  million  U.S.  employers,  90%  have  fewer  than  20  employees. 
4,500,000  firms  in  the  U.S.  employ  fewer  than  20  employees. 


The  Congressional  Budget  Office  (CBO)  estimates  that  approximately  40%  of  employers 

with  fewer  than  25  employees  provide  health  insurance. 

1,800,000  firms  with  less  than  25  employees  provide  health  insurance. 


The  Health  Insurance  Association  of  America  (HIAA)  found  that  over  90%  of  employers 

with  more  than  25  employees  provide  health  insurance. 

450,000  firms  with  more  than  25  employees  provide  health  insurance. 


4.         Using  these  figures,  approximately  2,250,000  firms  (or  45%  of  aU  employers)  provide 
health  insurance. 
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This  approximated  estimate  compares  favorably  to  the  work  done  by  HIAA  using  1989 
data.  The  table  below  shows  that  only  42%  of  U.S.  employers  provide  health  insurance.  This 
percentage  is  driven  by  the  huge  number  of  U.S.  employers  with  fewer  than  five  employees,, 
about  3,000,000  firms,  of  which  only  26%  provide  coverage. 


Table  Hi- 1 

Percent  of  Firms  thai  Do  and  Do  Not  Offer 

Health  Benefits,  by  Firm  Size,  1989 

Oder  Health        DoNolOflef 


Km;  Size Benefits  Health  Benefits 

Total                                     «%  »* 

Fewer  than  5  Employees             26  74 

5-9  Employees                          54  46 

10-24  Employees                       72  28 

25-49  Employees                      90  10 

50-99  Employees                       97  3 

100  or  More  Employees 99 ' 


The  smaller  the  firm  the  less  likely  it  is  to  provide  health  insurance.  Not  only  do  these 
firms  pay  higher  administrative  costs,  but  health  insurance  premiums  represent  a  larger  percent 
of  their  payroll  because  they  tend  to  employ  more  marginal,  lower  wage  workers.  The  lower  the 
pay  of  the  employee,  the  heavier  the  burden  of  health  insurance  premiums. 

In  general,  we  have  found  that  cost  is  the  primary  determinant  of  small  business  owners' 
purchase  of  health  insurance  coverage.  Health  insurance  is  often  the  largest  payroll  item  in  a 
small  firm,  more  than  die  cost  of  workers'  compensation  and  liability  insurance  combined. 
Recent  polls  by  Foster  and  Higgins  showed  a  79%  increase  in  the  cost  of  coverage  for  a  single 
employee  over  a  four  year  period  to  $3,968.  For  many  small  firms,  this  figure  can  be 
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considerably  higher.  Small  businesses  find  the  health  insurance  market  extremely  volatile  and 
unpredictable,  experiencing  sudden  cancellations  and  20-300%  annual  premium  increases.  They 
pay  30-40%  more  in  administrative  costs  than  their  larger  counterparts,  and  struggle  to  find  and 
retain  their  coverage. 

In  order  to  keep  their  coverage,  many  have  been  forced  to  increase  employee  cost-sharing. 
Still,  most  employers  pay  100%  of  their  employees*  premiums.  Employers  of  all  sizes  have  been 
trying  to  find  ways  to  control  and  slow  rapid  and  unpredictable  premium  increases.  Larger  firms 
have  been  able  to  contain  costs  by  self-insuring  and  moving  into  managed  care  arrangements. 
Smaller  firms,  however,  have  limited  access  to  managed  care  options  and  are  unable  to  self- 
insure.  As  a  result,  they  are  faced  with  expensive  state  mandates,  state  premium  taxes,  medical 
underwriting  and  higher  administrative  expenses. 


A  SMALL  BUSINESS  HEALTH  CARE  REFORM  PLAN 

Following  is  a  list  of  guiding  principles  which  we  believe  any  comprehensive  reform  plan 
should  follow.  Taken  together,  we  believe  these  measures  will  increase  access  to  affordable 
health  coverage  and  help  to  contain  cost  increases.  While  the  list  is  not  all-inclusive,  it  does 
represent  the  results  of  numerous  surveys  of  small  business  owners  over  the  last  several  years. 


71-135  0-94-4 
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Formation  of  health  insurance  purchasing  groups  should  be  encouraged.  By  joining 

together  to  purchase  health  insurance,  small  businesses  and  individuals  can  reduce  costs 

through  administrative  savings  and  risk-sharing.       Referred  to  as  "health  alliances"  by 

the   Administration,   these   purchasing   groups   should   operate   under   the   following 

guidelines: 

The  alliance  should  act  as  a  health  insurance  broker,  negotiating  annual 
agreements  with  insurers  and  approved  health  plans,  enrolling  members,  collecting 
premiums,  and  disseminating  cost  and  quality  information  to  help  consumers  make 
educated  health  care  choices; 

enrollment  in  the  alliance  should  be  completely  open,  with  purchasers  free  to 
choose  the  plan  that  best  suits  them; 

states  should  allow  multiple  purchasing  groups  in  each  area  and  operation  across 
state  lines; 

the  size  of  the  purchasing  group  should  be  large  enough  to  be  effective,  but  not 
so  large  as  to  essentially  create  a  "single-payer"  entity  within  a  state  (i.e., 
membership  in  a  single  alliance  should  probably  be  restricted  to  firms  with  100 
employees  or  below,  certainly  not  more  than  500.  We  are  currently  collecting 
data  to  determine  where  the  optimum  number  for  small  business  lies);  and 

the  alliance  should  be  run  by  a  local  purchaser-controlled  board. 


Self-employed  business  owners  should  be  allowed  a  permanent  100%  tax  deduction 
for  health  insurance  premiums  purchased  for  their  employees  and  themselves.  Self- 
employed  business  owners  such  as  sole  proprietors,  partnerships  and  S-corporations  are 
allowed  only  a  25%  deduction;  that  deduction  is  temporary  and  has  currently  expired. 
Expanding  and  making  permanent  the  tax  deductibility  of  premiums  would  enable  many 
of  the  nearly  five  million  uninsured  self-employed  to  buy  coverage  for  themselves  and 
the  millions  they  employ. 
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Insurance  company  practices  should  be  reformed  to  make  health  insurance  coverage 

easier  and  less  expensive  to  buy.  Being  able  to  count  on  obtaining  insurance  with  fairly 

stable  premiums  would  enable  more  small  business  owners  to  purchase  coverage  for 

themselves  and  their  employees.   Specifically,  any  reforms  in  this  arena  should  include: 

elimination  of  the  preexisting  condition  limitation; 

guaranteed  access  to  policies,  regardless  of  medical  condition,  and  guaranteed 
renewal  of  policies; 

the  elimination  of  experience  rating  and  the  institution  of  a  more  fair  rating  system 
such  as  rating  bands  or  a  system  in  which  individuals  are  community  rated,  with 
considerations  made  for  age  and  sex;  and 

portable  insurance  coverage  for  all,  regardless  of  employment  status. 

Financing  of  the  new  system  should  be  spread  as  equitably  as  possible,  without 
overburdening  our  primary  job  creating  sector  -  the  small  business  community. 

Historically,  small  business  has  had  a  difficult  time  obtaining  affordable  health  insurance 
coverage  for  its  employees.  For  the  millions  of  employers  who  find  coverage 
prohibitively  expensive,  proposals  which  increase  payroll  taxes  and  force  all  businesses 
to  cover  all  employees  will  be  particularly  devastating,  and  should  be  rejected. 

The  small  business  community  strongly  opposes  broad  employer  mandates  to  pay 
for  health  care  reform.  Recent  surveys  show  that  88  percent  of  small  business  owners 
oppose  a  federal  mandate  requiring  employers  to  purchase  health  insurance  for  all 
employees.  Although  the  majority  of  small  firms  provide  health  insurance,  most  fear  a 
broad  government  mandate  for  two  reasons:  the  business  owner's  flexibility  would  be 
gone,  and  an  expensive,  government-dictated  benefits  package  could  mean  that  their 
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already  high  costs  would  escalate  further.  The  bottom  line  is  that  mandated  coverage  may 
force  many  new  and  marginally-profitable  businesses  to  lay  off  employees  or  shut  down 
altogether.  It  would  also  significantly  reduce  the  profitability  of  more  established 
companies  and  inhibit  their  ability  to  expand  and  create  jobs. 

Similarly,  those  who  wish  to  fund  the  new  system  by  imposing  a  payroll-based 
premium  are  ignoring  certain  realities  of  the  small  business  market  place.  Because  small 
firms  are  so  labor  intensive,  this  would  in  fact  be  the  worst  possible  choice.  Payroll  taxes 
have  no  real  link  to  profitability  and  will  only  stifle  new  business  start  ups  and  inhibit  job 
creation  because  they  are  indirectly  a  tax  on  jobs.  Rather,  reforming  the  system  to  make 
affordable  coverage  more  widely  available  will  encourage  more  small  business  owners 
to  purchase  coverage  for  their  employees. 

In  addition,  NFIB  believes  that  the  tax  code  should  be  amended  to  help  control 

health  costs  and  make  purchasers  of  health  coverage,  whether  employers  or  individuals, 

more  cost-conscious  in  their  choices: 

the  employer  deduction  for  health  insurance  should  be  capped,  with  the  savings 
used  only  to  broaden  access  to  basic  standard  health  coverage; 

the  employee's  current  tax  exclusion  for  health  benefits  should  be  capped; 

the  deduction/exclusion  for  both  employers  and  employees  should  be  tied  to  the 
average  cost  of  the  lower-priced  health  plans; 

the  deduction  for  the  self-employed  (currently  25%  and  expired)  should  be 
permanently  increased  to  100%  of  the  cost  of  the  average  plan;  and 

the  above  mentioned  tax  deduction  should  be  tied  to  participation  in  a  purchasing 
group,  in  order  to  encourage  small  business  owners  to  join. 


97 


Costly  state  benefit  mandates  and  anti-managed  care  laws  should  be  preempted. 

Enactment  of  certain  state  laws  have  significantly  limited  the  availability  of  affordable 
health  plans  and  discouraged  the  growth  of  managed  care  systems.  State  mandates  alone 
can  raise  the  cost  of  insurance  30  percent  Pre-empting  these  mandates  and  repealing 
restrictive  state  anti-managed  care  laws  would  allow  small  business  owners  easier  access 
to  affordable  plans  and  greater  access  to  cost-saving  managed  care  arrangements. 

However,  NFIB  does  not  oppose  state  laws  that  require  free  and  open  competition 
for  the  business  of  managed  care  patients.  NFIB  members  oppose  exclusive  contract 
arrangements  with  certain  providers,  such  as  pharmacies,  within  managed  care  systems. 
Small  business  owners  believe  that  managed  care  systems  can  hold  down  costs  effectively 
with  open  competition  among  many  providers  who  are  able  to  sell  the  same  product  at 
the  same  competitive  price.  Several  states  are  currently  considering  laws  that  require 
managed  care  systems  to  allow  all  providers  to  compete. 

A  uniform,  affordable  standard  benefits  package  should  be  developed  in  consultation 
with  business,  consumers,  and  state  and  local  governments.  However,  regardless  of 
who  determines  what  is  in  a  "basic  standard  benefits  package,"  care  must  be  taken  to 
ensure  that  the  plan  is  at  a  level  necessary  to  assure  adequate  coverage  and  care  but 
remains  affordable.  As  such,  we  should  consider  the  packages  developed  by  the  most 
efficient  and  cost-effective  health  maintenance  organizations.  Developing  Fortune  500 
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type  "benchmark"  packages  that  are  too  generous  will  price  them  out  of  the  reach  of 
individuals  and  small  business  owners.  It  is  imperative  that  the  package  be  affordable  to 
both  employers  and  individuals. 

Accountable  health  plans  (AHPs)  should  compete  to  provide  high  quality,  low  cost 
coverage  to  purchasers  of  health  care.  In  order  to  be  successful,  it  is  crucial  that  there 
always  be  multiple,  truly  competitive  AHPs.   AHPs  should  operate  as  follows: 

AHPs  should  be  registered; 

enrollment  should  be  open  in  all  AHPs; 

plans  must  be  subject  to  ail  reforms  imposed  on  the  insurance  industry,  including 
restrictions  on  the  preexisting  condition  limitation,  modified  community  rating, 
guaranteed  availability,  guaranteed  renewability,  portability,  etc.; 

AHPs  must  offer  the  uniform  benchmark  benefit  package; 

cost  outcomes  reports  should  be  developed  by  all  AHPs; 

plans  may  charge  different  prices,  but  not  based  on  health  status; 

plans  should  compete  on  the  basis  of  price,  quality  and  any  additional  services 
they  can  offer, 

plans  should  not  impose  waiting  periods  or  deny  access  to  any  enrollee,  except  in 
the  case  of  capacity  limits; 

if  higher  premium  plans  are  offered,  the  difference  should  not  be  covered  (must 
be  paid  by  individual  or  employer);  and 

consumers  should  be  offered  a  choice  among  "actuarially  equivalent"  delivery 
options:  HMO,  PPO,  or  traditional  fee  for  service.  However,  employers  who  are 
contributing  to  the  cost  of  the  premium  should  be  allowed  to  encourage  employee 
enrollment  in  a  particular  plan. 


Attempts  to  control  costs  by  imposing  spending  restraints  or  "global  budgets"  fail 
to  address  the  root  causes  of  the  problem  and  should  be  avoided.  Many  have 
suggested  the  imposition  of  "global  budgets"  --  caps  on  overall  health  care  spending  - 
in  order  to  bring  health  expenditures  under  control.  However,  NF1B  believes  that  global 
budgets  are  fundamentally  unworkable  (especially  within  a  managed  competition 
framework)  and  will  lead  to  increased  rationing  of  health  care.  Currently,  most  experts 
agree  that  we  do  not  possess  the  relevant  data  on  which  to  base  such  allocations.  Further, 
global  budgets  do  not  address  the  root  causes  of  health  care  inflation,  nor  do  they  provide 
any  incentives  to  increase  efficiency  in  delivery  of  care. 

Changing  our  medical  malpractice  laws.  The  current  malpractice  crisis  only  adds  to 
the  already  astronomical  cost  of  treatments,  services,  medical  devices  and 
pharmaceuticals,  and  inhibits  research  and  development  of  new  products.  We  believe  that 
serious  reform  of  the  medical  liability  system  can  reduce  the  overuse  of  excessive  and 
costly  defensive  medicine  and  save  about  $30  billion  a  year.  Medical  liability  reform 
should  consider  the  following: 

-  limits  on  awards  for  noneconomic  damages; 

-  caps  on  attorneys  fees; 

-  encouragement  of  alternative  dispute  resolution; 

-  allowing  use  of  treatment  guidelines  and  protocols  as  a  defense  in  a  malpractice 
case;  and 

-  enterprise  liability,  which  will  create  "deeper  pockets"  and  encourage  lawsuits, 
should  be  rejected. 


100 


Implementing  administrative  and  paperwork  reforms.  As  much  as  one  quarter  of 
every  health  care  dollar  in  the  U.S.  goes  to  paperwork  and  administrative  costs. 
Economies  of  scale  for  small  firms  mean  that  more  of  their  health  care  dollar  ~  up  to 
twice  as  much  as  large  businesses  --  goes  to  cover  paperwork  and  administrative  costs. 
As  such,  simplifying  paperwork  requirements  and  reducing  administrative  costs  must  be 
a  part  of  any  health  care  reform: 

uniform  claims  forms  should  be  developed;  and 
-       electronic  claims  filing,  billing,  and  enrollment  should  be  more  widely  utilized. 

If  an  independent  board  or  national  entity  is  set  up  to  oversee  the  new  health  care 
system,  it  should  be  guided  by  the  following  principles: 


its  functions  should  be  limited  to  establishing  standards  for  information  collection 
and  data  reporting,  outcomes  and  consumer  information,  setting  the  general 
parameters  of  an  affordable  standard  benefits  package,  and  general  oversight; 

such  a  board  should  not  become  simply  another  bureaucratic  government  entity 
that  inhibits  innovation  and  effective  reform; 

the  board  must  include  purchasers,  be  insulated  from  political  pressures,  and  not 
staff  driven;  and 

the  board's  functions  should  not  include  setting  price  controls  and/or  spending 
caps. 


Consumer  information  and  education  is  essential.  NFIB  strongly  believes  that 
informed  consumers  make  more  cost-conscious  decisions  relating  to  their  health  care. 
Currently,  part  of  the  reason  that  health  care  costs  are  going  up  so  rapidly  is  due  to  the 
fact  that  consumers  have  lost  their  buying  power  in  the  health  care  market    Most 
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Americans  are  shielded  from  the  true  cost  of  their  insurance  coverage  and  the  cost  of 
medical  care,  largely  because  the  premiums  are  borne  by  employers.  As  a  result,  there 
is  little  or  no  incentive  to  search  out  the  highest  quality  health  product  at  the  lowest  cost, 
a  theory  fundamental  in  the  purchasing  of  most  other  goods. 

Miscellaneous... 

In  addition,  NFIB  strongly  supports  the  following: 

improved  access  in  rural  and  underserved  areas; 

increased  emphasis  on  preventative  health; 

removal  of  most  antitrust  restrictions  on  the  medical  community  to  allow  providers 
to  collaborate  and  pool  resources; 

—  increased  cost-sharing  among  employers  and  employees  to  encourage  cost- 
conscious  decision  making; 

—  low  income  assistance  to  the  poor  and  near  poor, 

substantial  phase-in  to  allow  smaller  firms  to  adjust  to  the  new  system;  and 

—  an  exemption  for  start  up  firms  for  a  period  of  time. 


WORKERS'  COMPENSATION 

President  Clinton  and  many  lawmakers  have  advocated  integrating  the  medical  portion 
of  state  workers'  compensation  systems  into  the  new  federal  health  plan.  Some  believe  that  such 
a  merger  could  curb  the  rapid  rise  in  workers'  comp  costs  and,  in  addition,  cushion  the  blow  of 
mandated  health  insurance  on  small  businesses. 
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Medical  costs  are  currently  rising  faster  in  the  workers'  comp  system  than  in  our  overall 
health  care  system,  mainly  for  three  reasons:  there  are  fewer  cost  containment  mechanisms  in 
the  workers'  comp  system,  the  level  of  litigation  remains  high,  and  compensation  disputes 
flourish  (what  is  compensable,  duration  of  compensation,  etc.).  Workers'  comp  has  moved  closer 
to  a  general  health  policy,  with  incentives  for  employees  to  use  workers'  comp  rather  than  their 
regular  health  coverage.  The  cost  of  workers'  comp  benefits  have  risen  steadily,  up  180%  since 
1981.  While  the  average  annual  premium  rate  increase  hovers  around  10%,  twenty  states 
experienced  increases  between  10  and  30%  last  year. 

What  do  small  business  owners  want  to  see  in  terms  of  improvements  in  the  medical 
portion  of  workers'  compensation?  In  short,  cost  containment  mechanisms  (including  managed 
care),  increased  employer  choice  and  control  over  employees'  treatment  decisions,  employer  paid 
optional  deductibles,  an  elimination  of  cost  shifting,  retention  of  the  exclusive  remedy  doctrine, 
and  an  emphasis  on  bringing  the  employee  back  to  work. 

As  you  may  know,  NhlB  and  other  members  of  the  Labor/Management  Discussion  Group 
on  Workers'  Compensation  communicated  with  the  White  House  on  this  very  subject  The 
group,  made  up  of  several  business  associations,  labor  unions,  medical  associations  and  insurance 
groups,  agreed  on  several  principles  regarding  possible  connection  between  workers' 
compensation  and  a  national  health  care  reform  plan.  The  principles  include:  allowing  the 
workers'  comp  system  to  make  use  of  cost  containment  measures  within  the  national  health  plan; 
maintaining  delivery  of  care  to  injured  workers;  recognition  of  the  critical  connection  between 
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medical  and  disability  case  management;  ensuring  that  the  costs  of  occupational  injuries  be 
allocated  to  the  appropriate  industry/employer;  preservation  of  the  exclusive  remedy  doctrine;  and 
ensuring  the  adequate  and  efficient  collection  of  data  on  occupational  injuries  and  their  costs. 

While  we  have  yet  to  see  a  detailed  explanation  of  how  the  White  House  proposes  such 
a  merger,  we  have  great  concern  about  federalizing,  and  breaking  apart,  our  workers'  comp 
system.  We  do  not  agree  with  some  who  believe  that  integration  will  solve  all  of  the  small 
business  community's  problems  with  the  current  system.  There  are  numerous  issues  that  will 
prove  difficult  to  resolve:  different  levels  of  benefits  inherent  in  workers'  comp  versus  our 
existing  health  system,  inconsistent  state  workers'  comp  systems,  experience  rating,  employer 
choice  in  treatment,  etc.  We  remain  skeptical  that  an  integration  policy  will  truly  improve  the 
system  or  bring  significant  savings.  In  fact,  NFIB  recently  polled  our  membership  on  this 
question.  While  results  are  still  coming  in,  they  show  thus  far  that  the  majority  of  small  business 
owners  (63%)  do  not  support  an  integration  policy. 


CONCLUSION 

As  you  can  see  from  the  list  of  principles  above,  there  are  numerous  items  on  which  all 
parties  agree  (encouragement  of  purchasing  groups,  insurance  reform,  malpractice  reform, 
administrative  reform,  etc.).  The  controversial  items,  while  critical,  are  few.  We  urge  the 
Committee  to  seek  passage  of  these  consensus  items  as  soon  as  possible. 
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We  look  forward  to  working  with  the  committee  to  craft  a  reform  measure  that  will 
control  costs  and  encourage  more  small  firms  to  purchase  coverage  for  their  employees.  We 
hope  to  work  with  you  to  pass  a  reform  measure  in  the  103rd  Congress. 

Thank  you. 
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Mr.  Chairman: 


My  name  is  John  Galles,  and  I  am  Executive  Vice  President  of  National  Small 
Business  United  here  in  Washington.  We  very  much  appreciate  the  opportunity  to  be 
here  today. 

National  Small  Business  United  (NSBU)  represents  over  65,000  small  businesses 
in  all  fifty  states.  Our  association  works  with  elected  and  administrative  officials  in 
Washington  to  improve  the  economic  climate  for  small  business  growth  and  expansion. 
We  have  always  worked  on  a  bi-partisan  and  pro-active  basis.  In  addition  to  individual 
small  business  owners,  the  membership  of  our  association  includes  local,  state,  and 
regional  small  business  associations  across  the  country.  For  the  last  four  years,  health 
care  reform  has  been  our  top  federal  priority. 

This  hearing  has  been  called  to  discuss  the  small  business  perspective  on  the  much- 
anticipated  health  care  plan  being  generated  from  within  the  Clinton  Administration. 
Obviously,  a  good  share  of  the  Clinton  plan  has  been  decided  upon,  and  the  general  shape 
of  the  plan  is  well-known.  But,  before  discussing  it,  I  would  like  to  give  you  a  picture 
of  where  NSBU  is  coming  from,  especially  regarding  employer  mandates. 

Our  plan  for  ensuring  that  all  employees  of  small  businesses  (and,  indeed  all 
Americans)  have  health  coverage  can  be  simply  summarized:  1)  require  everyone  to  have 
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coverage;  2)  reform  the  insurance  system  so  no  one  can  be  denied  coverage;  and  3) 
institute  a  system  of  federal  payments,  based  upon  family  income,  so  that  everyone  can 
afford  coverage.  It  is  a  plan  that  responds  to  people,  not  to  businesses;  that  responds  to 
health  care  needs,  not  to  employment  status. 

Of  course,  the  details  of  our  plan,  like  everyone's,  become  considerably  more 
complex  (an  outline  of  the  NSBU  proposal  is  attached).  We  have  to  deal  with  critical 
issues  such  as  who  gets  subsidized,  what  goes  into  a  basic  benefits  package,  how  tight  the 
insurance  bands  should  be,  and-the  biggest  question-how  to  keep  a  lid  on  costs;  but  all 
of  these  questions  can  only  be  addressed  once  we  have  decided  the  answer  to  the  most 
fundamental  question  in  this  debate:    Who  pays? 

The  Mandate 

It  seems  to  us  that  we  have  three  distinct  financing  options  for  a  universal  coverage 
plan:  1)  have  the  government  cover  everyone;  2)  require  employers  to  cover  all  of  their 
employees  and  dependents,  with  the  government  picking  up  the  rest;  or  3)  require  all 
individuals  to  have  coverage,  with  the  government  subsidizing  those  who  need  it. 
However,  we  have  rejected  the  government-run  option  on  philosophical  and  substantive 
grounds.  In  addition,  it  is  our  perception  that  such  a  system  stands  little  chance  of 
adoption.  Between  the  two  remaining  systems,  we  believe  that  the  individually-based 
system  makes  far  more  sense-for  businesses,  for  individuals,  for  providers,  and  for  the 
nation. 
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We  certainly  understand  and  appreciate  that  an  individually-based  system— if  it 
appropriately  supports  the  choices  of  lower-income  individuals— will  be  expensive  for  the 
federal  government.  Moreover,  it  would  be  impossible  to  structure  an  individually-based 
system  at  a  low  cost  to  the  government,  since  everyone  must  be  guaranteed  the  ability  to 
afford  appropriate  care.  We  realize  that  such  a  system  will  require  substantial  spending. 
But  we  also  realize  that  a  full-blown  employer-based  mandate  could  cost  the  small 
business  community  in  excess  of  $40  billion  more  per  year  than  what  they  are  paying 
right  now.  This  number  assumes  an  average  premium  cost  of  $2,000  per  employee 
(blending  individual  and  family  policies),  or  $1;250  per  life.  If  the  actual  premiums 
prove  to  be  higher  or  lower  than  these  assumptions  (which  we  think  are  relatively 
conservative),  the  $40  billion  figure  will  naturally  move  either  up  or  down. 

Simply  put,  we  have  a  lot  of  trouble  with  a  government  and  a  society  that  want  to 
avoid  the  tough  choices  of  increasing  the  deficit  or  raising  taxes-even  for  appropriate 
societal  responsibilities— yet  that  insist  on  shifting  those  responsibilities  to  small 
businesses,  asking  them  to  pick  up  most  of  the  tab  for  reform.  After  all,  government  and 
big  business  are  both  looking  to  reduce  their  costs  in  this  deal;  only  small  business  will 
be  shouldering  a  bigger  share  of  the  burden  than  before.  If  an  employer  mandate  is 
adopted  because  it  is  the  system  that  costs  the  federal  government  less  money,  rather  than 
because  it  is  the  system  that  makes  the  most  sense,  it  will  be  a  sad  commentary  on  our 
national  priorities. 
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As  President  Clinton  has  so  consistently  and  correctly  pointed  out,  small  business 
is  the  engine  that  drives  job  creation  and  economic  growth  in  this  nation.  Small 
businesses  employ  57  percent  of  the  private  work  force,  make  54  percent  of  all  sales,  and 
contribute  50  percent  of  the  gross  domestic  product.  In  the  last  decade,  small  businesses 
created  the  vast  majority  of  new  jobs.  Yet,  we  also  have  to  remember  that  small  business 
jobs  are  more  likely  to  be  filled  by  younger  workers,  older  workers,  women,  and  part- 
time  workers.  Unfortunately,  a  health  care  mandate  that  drains  tens  of  billions  of  dollars 
out  of  small  businesses  every  year  will  put  a  dramatic  damper  on  job  creation  and 
economic  growth,  affecting  those  workers  and  the  businesses  that  employ  them  most  of 
all. 

Please  understand  where  we  are  coming  from:  an  individual  approach  is  not  an 
attempt  by  small  business  to  duck  responsibility  for  the  health  of  their  employees;  over 
80  percent  of  small  business  employees  and  their  dependents  have  insurance.  We  think 
that  requiring  all  individuals  to  participate  in  the  system  would  actually  increase  the 
pressure  that  employees  place  on  their  employers  to  provide  that  coverage  for  them, 
causing  employer-provided  coverage  to  increase.  Yet,  there  are  situations  where  the 
added  expense  of  health  insurance  would  cause  wage  deflation,  lost  jobs,  and  even 
business  closings.  A  system  that  responds  to  the  needs  of  the  employees  and  families  of 
such  businesses~on  an  individual  basis-would  be  the  best  system.  As  important  as  it  is 
to  provide  access  to  quality  health  care  for  all,  we  think  that  employment  and  jobs  should 
receive  equal  attention,  especially  when  there  is  a  conflict  between  these  two  needs. 
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We  realize  that  the  Administration  is  aware  of  the  financial  constraints  of  many 
small  businesses  and  is  considering  options  to  help  employers  afford  coverage.  However, 
we  believe  that  an  employer  mandate  raises  some  very  serious  problems  in  terms  of 
which  businesses  might  be  subsidized  and  how  you  distribute  that  subsidy.  Do  you 
subsidize  the  businesses  that  do  not  currently  provide  insurance?  Tell  that  to  their 
competitors  who  have  been  providing  coverage  and  will  receive  no  subsidy.  Do  you 
subsidize  low-wage  businesses—thereby  encouraging  low  wages?  Do  you  subsidize  low- 
profit  or  low-revenue  businesses?  There  are  plenty  of  low-revenue  businesses  that  are 
highly  profitable,  and  there  are  plenty  of  ways  to  hide  profits  in  order  to  collect  federal 
dollars.  We  can  simply  think  of  no  way  to  equitably  and  effectively  distribute  health  care 
subsidies  to  businesses. 

It  is  our  understanding  that  the  Administration  is  considering  an  option  that  would 
cap  the  premiums  paid  by  small  and  low- wage  businesses  at  around  3-3.5  percent  of 
payroll.  First,  we  have  a  hard  time  commenting  with  much  specificity  on  this  option 
because  we  do  not  know  either  the  level  of  wages  or  the  size  of  the  business  which  would 
be  required  to  qualify  for  this  level  payment.  Second,  we  wonder  where  the  rest  of  the 
money  to  pay  for  these  individuals  is  going  to  come  from,  the  rest  of  the  small  business 
community?  Finally,  no  matter  where  the  payment  level  is  set,  we  still  think  it  makes 
far  more  sense  to  have  a  system  that  allows  us  to  assist  low-income  individuals  directly, 
rather  than  subsidizing  the  businesses  that  employ  them. 
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Despite  the  practical  and  philosophical  concerns  mentioned      above,      the 

Clinton  Administration  appears  to  be  on  the  verge  of  proposing  an  employer  mandate. 
Though  NSBU  cannot  support  such  a  system,  there  are  several  other  components  which 
must  be  addressed  before  an  employer-based  system  can  ever  be  acceptable  to  any 
significant  segment  of  the  small  business  community.  Unfortunately,  the  Clinton 
Administration  appears  to  be  overlooking  many  of  these  key  concerns  as  well: 

Encouraging  Private  Competing  Health  Alliances 

Small  businesses  should  have  the  right  to  organize  and  run  their  own  health 
alliances,  in  order  to  have  choice  and  empowerment  within  the  system.  A  mandate  on 
employers  which  provides  neither  avenues  for  these  businesses  to  choose  how  to  purchase 
coverage  nor  an  ability  to  organize  for  their  own  best  interests  and  survival  will  be  very 
unpopular  with  small  business.  Many  businesses  which  currently  provide  coverage,  and 
might  not  oppose  an  employer  mandate,  will  almost  certainly  oppose  a  provision  which 
traps  them  into  purchasing  coverage  from  a  single— potentially  inefficient—source. 

Moreover,  we  believe  that  private  competing  health  alliances  are  essential  for 
maximizing  competitive  forces  for  cost  containment.  Competing  cooperatives  will  have 
strong  incentives  to  negotiate  tough  deals  with  providers,  in  order  to  attract  members. 
In  areas  where  the  market  cannot  sustain  multiple  cooperatives,  they  will  not  exist, 
thereby  maintaining  the  efficiencies  of  larger  pools.   Multiple  cooperatives  represent  an 
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important  component  for  maximizing  the   cost  containment  potential  of  managed 
competition. 

Some  opponents  of  the  idea  have  argued  that  competing  health  alliances  will  foster 
adverse  selection  problems,  causing  many  of  the  plans  to  descend  into  a  doomed  "death 
spiral."  We  simply  think  that  these  arguments  are  overblown  and  appear  to  be  something 
of  a  smokescreen.  If  all  individuals  must  have  coverage,  and  all  providers  and  alliances 
must  offer  coverage  and  accept  individuals  under  the  same  conditions,  we  believe  that  the 
adverse  selection  problems  will  certainly  be  minor  enough  that  they  can  be  solved  through 
the  use  of  a  risk-adjuster  mechanism.  Such  a  risk-adjuster  would  essentially  allow 
insurers  to  insure  against  having  too  many  unhealthy  individuals  in  a  plan.  This 
mechanism  will  spread  the  costs  of  caring  for  the  sick  equitably  across  all  carrier  groups. 

It  appears  that  the  Administration's  plan  will  force  all  small  businesses  in  a  region 
into  a  single,  quasi-governmental  health  alliance,  but  it  would  allow  some  of  the  largest 
businesses  to  continue  to  run  their  own  plans.  Frankly,  under  this  kind  of  scheme,  I  am 
not  sure  that  it  matters  very  much  to  us  whether  large  corporations  are  in  or  out  of  the 
health  alliances,  so  long  as  they  do  not  have  a  choice  in  the  matter.  If  large  corporations 
are  allowed  to  choose  whether  to  participate  in  the  health  alliance,  only  those  companies 
with  expensive  high-risk  employees  (such  as  the  mining  industry)  will  do  so,  thereby 
further  driving  up  premiums  for  small  businesses;  the  low-risk  industries  will  choose  to 
self-fund. 
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But  NSBU  believes  that  there  should  be  privately  competing  health  alliances. 
Under  this  sort  of  system,  large  employers  should  be  specifically  precluded  from 
participating  in  the  small  business  pools.  With  competing  health  alliances,  the  movement 
of  large  numbers  of  individuals  from  one  alliance  to  another  would  make  the  system  far 
more  difficult  to  administer,  especially  in  terms  of  adjusting  risk. 

Individual  Responsibility 

Individual  responsibility  should  be  a  cornerstone  of  any  serious  health  care  reform 
proposal.  If  the  future  system  does  not  put  individuals  at  the  center  of  the  process,  make 
them  responsible-in  every  sense  of  the  word--for  their  own  health  care  choices,  and 
empower  them  to  make  those  choices,  we  believe  that  the  new  system  will  ultimately  be 
unacceptable  to  the  American  people. 

Almost  everyone  agrees  that  the  American  people  deem  choice  to  be  a  very  high 
priority  for  the  health  care  system.  Yet,  the  need  to  contain  costs  dictate  that  there  must 
be  some  limit  on  this  choice.  We  must  decide  whether  we  arrange  incentives  in  a  way 
which  encourages  individuals  to  make  financially  wise  choices  (like  limiting  their  tax 
exclusion  so  they  choose  ess  expensive  health  plans)  or  whether  the  new  system 
unilaterally  limits  those  choices.  Despite  the  short-term  financial  temptation  to  move  in 
the  latter  direction,  we  very  firmly  believe  that  the  former  will  ultimately  be  far  more 
acceptable  to  the  American  people.    People  demand  choice  with  respect  to  health  care, 
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and  we  can  afford  to  give  people  that  choice  if  they  are  also  given  some  financial 
responsibility.  To  encourage  individuals  to  choose  appropriate  care,  rather  than  simply 
more  care,  excessive  benefits  must  be  included  as  taxable  income  to  individuals. 

Learning  from  Current  Examples 

Right  now  there  are  local  and  regional  small  business  organizations  purchasing  care 
for  their  members  on  a  cooperative  basis.  These  groups  have  taken  specific  and 
concerted  actions  designed  to  hold  down  their  health  care  costs.  We  should  build  upon 
their  experience.   Specifically,  the  steps  these  groups  have  taken  include: 

•  Creation  of  a  data  collections  system  to  enable  the  groups  to  follow 
enrollment  patterns,  maintain  control  over  premium  billing  and  carrier 
reimbursement,  and  monitor  utilization  both  by  procedure  and  by  provider. 
This  data  enables  knowledge-based  negotiation  with  providers  to  reduce 
costs. 

•  Pursuit  of  state  legislation  to  allow  managed  care  activities,  such  as 
developing  capitated  managed  care  plans  with  selected  providers. 

•  Using  the  leverage  of  their  disciplined  cost  structure  and  more  efficient 
delivery  system  to  enter  into  long-term  agreements  with  insurers,  which  set 
maximum  rate  increases. 
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Creating  Strong  Incentives  for  Streamlining  the  Delivery  System 

Efforts  to  contain  costs  in  the  short-term  will  only  cause  dramatic  hikes  in  the  out- 
years,  unless  the  delivery  system  undergoes  fundamental  change.  We  are  very  reluctant 
to  repeat  the  Nixon  wage  and  price  control  debacle,  exchanging  short-term  savings  for 
long-term  price  escalations.  Should  short-term  price  controls  be  part  of  the 
Administration's  package,  their  removal  could  cause  very  large  price  hikes—unless  the 
system  which  is  driving  the  cost  escalations  has  been  profoundly  changed.  If  price 
controls  are  enacted,  it  should  only  be  in  conjunction  with  the  guarantee  (as  opposed  to 
the  future  promise)  of  systematic  change  in  the  delivery  system  and  its  incentives  for 
endless  cost  hikes. 

Avoiding  Payroll  Taxes 

Payroll  taxes  hit  small  businesses  particularly  hard  and  create  a  very  strong 
disincentive  for  hiring  and  increasing  wages  (mandated  health  coverage,  essentially,  is  a 
payroll  tax).  Small  businesses  tend  to  be  labor  intensive,  and  almost  always  feel  that  they 
need  more  help,  but  cannot  afford  to  hire  additional  employees.  So,  any  tax  that  further 
raises  the  price  of  labor  hits  small  business  disproportionately  hard.  Additionally,  payroll 
taxes  are  ones  that  must  be  paid  without  regard  to  the  financial  security  or  revenues  of 
the  business.  A  small  business  just  starting-and  losing  money—pays  the  same  payroll  tax 
rates  as  Microsoft. 
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Should  additional  revenues  be  necessary  to  finance  the  health  reform  program,  a 
more  broad-based  and  equitable  source  should  be  considered.  We  also  believe  that 
revenues  that  are  specifically  and  permanently  ear-marked  for  health  care  reform  will 
receive  a  higher  level  of  public  support. 

Assuring  Cost  Containment 

Cost  containment  should  be  addressed  with  a  gravity  at  least  equal  to  that  given 
universal  coverage.  Should  access  goals  get  ahead  of  cost  realities,  the  new  system  could 
fail.  We  believe  that  efforts  to  contain  costs  can  best  be  achieved  through  interactions 
between  providers  and  payors  at  the  local  level,  rather  than  through  federally-imposed 
restrictions.  Empowering  local  payors  and  providers  to  enter  into  tough  negotiations  is 
key.  Tough  judgments  about  resource  allocations  with  scarce  dollars  should  be  made  by 
local  communities  rather  than  federal  boards. 

As  you  know,  controlling  costs  in  the  short-term  is  the  toughest  challenge.  Some 
in  the  Clinton  Administration  have  discussed  the  idea  of  somehow  limiting  cost 
escalations  to  the  rate  of  inflation.  If  such  a  goal  were  established,  President  Clinton 
could  challenge  local  provider  communities  to  meet  that  target  in  cooperation  with  local 
payor  representatives. 

Some  states  have  previously  defined  health  care  provider  districts,  in  their  efforts 
to  contain  costs.    These  districts  operated  under  "Health  Systems  Agencies"  (HSAs) 
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which  reviewed  certificates  of  need  for  state  health  boards.  Provider  representatives  from 
those  districts  could  be  combined  with  an  equal  number  of  payor  representatives  (derived 
proportionately  from  the  public  sector,  according  to  their  financial  contributions). 
Together,  they  would  form  cogent  cost  containment  targets.  These  panels  would  review 
budgets,  analyze  costs,  propose  cuts,  and  prepare  their  targets  to  comprehensively  address 
cost  containment.  In  this  way,  cost  containment  can  occur  from  the  "bottom  up."  Any 
restrictions  that  stem  from  local  decisions-made  with  local  input-will  be  more  acceptable 
than  federal  restrictions  passed  down  the  system,  from  "on  high." 

Some  in  the  Administration  have  suggested  that  overall  health  care  costs  on  small 
businesses  could  be  reduced  by  folding  the  medical  portion  of  Workers'  Compensation 
into  the  overall  health  care  system.  While  some  businesses  might  benefit  from  such  a 
step,  we  are  concerned  that  its  benefits  are  being  greatly  exaggerated.  First,  the  medical 
portion  of  Workers'  Compensation  stands  at  about  30-40  percent  of  total  costs,  depending 
upon  the  state.  Further,  by  folding  these  costs  into  the  overall  system,  we  would  only 
be  reapportioning  them,  not  eliminating  them—and  the  overall  costs  to  many  small 
businesses  might  not  be  reduced  at  all. 

In  addition,  we  hope  that  the  Clinton  Administration  takes  the  courageous  step  of 
demanding  serious  medical  malpractice  reforms-and  other  changes  needed  to  reduce 
unnecessary  care. 
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Demanding  that  Federal  and  State  Governments  Pay  their  Fair  Share 

The  new  system  must  ensure  that  the  federal  government  steps  up  to  its  necessary 
responsibilities,  both  by  paying  for  those  who  need  society's  assistance,  and  by  paying 
going  market  rates  for  any  coverage  the  government  directly  finances.  Under  the  current 
system,  Medicare  and  Medicaid  each  pay  below-market  rates  of  reimbursement  to 
providers,  and  those  costs  get  shifted  to  the  private  sector,  especially  to  the  payors  who 
do  not  hold  the  market  clout  to  keep  their  costs  down:  small  businesses.  In  terms  of 
care  for  the  poor,  Medicaid  is  wholly  inadequate  in  terms  of  covering  the  necessary 
population.  Entirely  too  many  individuals  are  left  out,  and  the  costs  of  their 
uncompensated  care  also  get  shifted  to  the  private  sector-again,  especially  to  small 
businesses. 

Other  Questions 

When  you  asked  our  organization  to  testify,  you  asked  that  we  answer  a  number 
of  questions.  Many  of  them  I  have  answered  in  the  statement  above,  but  there  are  several 
I  shall  now  try  to  answer.  First,  our  most  recent  survey  indicates  that  61  percent  of 
small  businesses  provide  health  insurance  for  their  employees.  But  through  whatever 
source,  80  percent  of  small  business  employees  and  their  dependents  actually  have  health 
insurance.  In  terms  of  the  percentage  of  small  businesses  that  might  offer  insurance  if 
there  were  more  incentives  in  place,  this  really  is  an  impossible  question  to  answer.  The 
number  of  small  businesses  offering  insurance  would  increase  as  the  incentives  increased, 
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but  would  not  reach  100  percent  until  the  insurance  were  free  (if  then).  We  readily  admit 
that  all  the  incentives  in  the  world  will  not  encourage  some  businesses  to  provide 
insurance,  which  is  all  the  more  reason  to  consider  alternatives  to  a  purely  employment- 
based  system. 

We  appreciate  being  invited  to  testify  today.  It  is  good  to  see  the  Small  Business 
Committee  setting  the  stage  to  take  a  leadership  role  in  the  coming  health  care  debate. 
This  committee  can  be  very  important  in  making  the  unique  needs  and  concerns  of  small 
businesses  known  in  the  process.  We  very  much  want  to  help  you  take  on  that  role,  so 
I  hope  that  you  have  found  these  remarks  helpful  in  some  way.  If  we  can  be  of  any 
further  assistance  or  provide  additional  elaboration  on  any  of  the  points  upon  which  we 
have  touched,  we  are  ready  to  help.    Thank  you. 


14 


120 


AUGUST  4TH 

SMALL  BUSINESS  COMMITTEE  HEARING 
STATEMENT  OF 

STEPHEN  ELMONT 

CHAIRMAN  OF  THE  FOOD  GROUP,  LTD., 
AND  PROPRIETOR  OF  MIRABELLE 

AND  PRESIDENT,  NATIONAL  RESTAURANT  ASSOCIATION 


ON  BEHALF  OF  THE 

NATIONAL  RESTAURANT  ASSOCIATION 


National  Restaurant  Association,  1200  Seventeenth  Street,  NW,  Washington,  DC  20036.  202/331-5900,  FAX:  202/331-2429 


121 


Testimony  before  the  House  Small  Business  Committee 
Public  Hearing  on  Health  Care  Reform 
Statement  of  Stephen  Elmont 
August  4,  1993 

Mr.  Chairman  and  members  of  the  committee  - 

My  name  is  Stephen  Elmont.  I  am  chairman  of  The  Food  Group,  Ltd.  -  a  catering 
company  in  Boston,  Massachusetts  -  and  proprietor  of  Mirabelle,  an  independent 
restaurant,  also  in  Boston.  I  also  serve  as  President  of  the  National  Restaurant  Association. 

Foodservice  operators  are  tremendously  concerned  about  health  care  reform.  For  the  past 
few  years,  restaurateurs  have  struggled  with  double-digit  inflation  in  premium  costs  and 
cancellations  and  denials  of  coverage. 

But  as  much  as  restaurateurs  want  to  see  the  system  changed,  they  are  even  more  frightened 
by  the  prospect  of  a  health  benefits  mandate.  Mandating  that  employers  provide  health 
coverage,  or  requiring  them  to  pay  a  "premium"  to  pay  for  health  benefits,  would  sound  the 
death  knell  for  thousands  of  restaurants  and  the  jobs  they  provide.  This  committee  above 
all  others,  must  be  sensitive  to  these  fears. 

Mr.  Chairman,  I  would  like  to  ask  that  this  document  be  included  in  the  record.  It  outlines 
chronologically  the  laws  Congress  has  passed  since  1985,  that  have  affected  employers  in  the 
restaurant  industry  (see  Attachment  A).  There  are  many,  and  all  have  increased  the  cost  of 
doing  business.  I  urge  you  to  not  forget  the  many  burdens  small  businesses  throughout  this 
country  are  grappling  with  -  in  addition  to  the  additional  costs  that  will  be  placed  on  them 
with  passage  of  the  budget  proposal. 

In  our  efforts  to  provide  valuable  information  for  the  health  care  reform  debate,  the 
National  Restaurant  Association  has  undertaken  research  that  will  give  us  answers  to  many 
of  the  questions  you  raised  in  your  letter  of  invitation  to  testify.  Information  like,  who  does 
and  does  not  provide  insurance,  what  does  it  cost,  what  have  recent  premium  increases 
been,  worker's  compensation  costs  and  others.  Unfortunately,  our  data  has  not  been  fully 
analyzed.  We  will  be  happy  to  share  the  results,  however,  as  soon  as  they  are  available. 
Our  preliminary  results  confirm  what  we  have  been  saying  for  years: 

■  Among  restaurants  with  sales  of  $1  million  or  more,  well  over  two-thirds  offer 
benefits  to  hourly  and  salaried  workers. 

■  Most  small  restaurants  with  sales  under  $500,000  do  not  offer  health 
insurance. 

■  Of  those  restaurateurs  who  do  not  offer  a  health  plan,  almost  four  out  of  five 
indicated  they  would  if  insurance  rates  were  lower. 
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■  Almost  two  out  of  three  surveyed  restaurateurs  said  they  cannot  pass  on  the 
cost  of  employee  health  insurance  to  customers  in  the  form  of  higher  prices. 

Other  association  research  shows  us  that  if  Congress  and  the  Administration  require 
employers  to  pay  a  payroll  tax  of  7%  for  only  their  employees  working  17V4  hours  per  week 
or  more  -  which  is  a  conservative  estimate  -  to  finance  health  care  reform,  an  average  mid- 
sized restaurant's  pre-tax  income  would  plummet  from  over  $12,000  in  the  black  to  over 
$2,000  in  the  red  {see  Attachment  B).  This  is  a  typical  mid-sized  tableservice  restaurant-  one 
with  about  $750,000  in  sales,  12  full-time  and  19  part-time  employees,  and  an  average  per- 
person  check  of  $9.26. 

I  remind  you  that  restaurants  cannot  "pass  along"  the  added  cost  of  a  health  care  payroll 
tax  to  customers.  Restaurant  customers  are  extremely  sensitive  to  price  increases.  The 
higher  labor  costs  would  have  to  be  made  up  instead  through  cutbacks  on  hours  and  jobs. 

While  we  talk  about  the  impact  of  health  care  reform  legislation  on  our  businesses,  it  is  only 
appropriate  that  we  consider  the  impact  on  our  employees.  We  need  to  know  what  they 
want  and  don't  want.  Less  than  two  weeks  ago,  the  National  Restaurant  Association 
completed  a  nationwide  survey  of  1,000  adult  restaurant  workers.  Three  out  of  four 
surveyed  employees  opposed  requiring  employers  to  pay  a  health  care  payroll  tax  of  7  to 
9%,  knowing  that  such  a  tax  could  result  in  a  cutback  of  hours  and  layoffs. 

Why  does  a  health  care  mandate  spark  such  concern?  In  a  word,  COST.  Believe  me, 
restaurateurs  would  provide  insurance  benefits  if  they  could  afford  the  premiums.  Many 
restaurants  already  offer  health  benefits.  Nearly  three  out  of  five  of  surveyed  employees  said 
they  work  for  a  restaurant  that  provides  a  health  insurance  plan. 

We  care  about  our  employees.  We  depend  on  them  and  we  want  to  keep  them.  But  those 
restaurants  that  do  not  offer  insurance  don't  do  so  because  the  money  simply  isn't  there. 
That's  why  we  are  terribly,  terribly  concerned  about  a  mandate.  We  simply  can't  absorb 
those  costs. 

Let  me  give  you  some  examples  of  why  the  foodservice  industry  differs  from  other  industries 
in  several  important  respects. 

■  First,  we  are  dominated  by  small  businesses.  Over  70%  of  all  eating  and 
drinking  establishments  have  annual  sales  of  less  than  $500,000  and  have  an 
average  workforce  of  less  than  50  employees. 

■  Second,  our  profit  margins  are  slim.  The  pre-tax  net  income  for  an  average 
tableservice  restaurant  ranges  from  3  to  5%  of  gross  sales. 

■  Third,  we  employ  an  extremely  diverse  workforce.  We  employ  more  teens  than 
any  other  industry.  Fifty-nine  percent  of  our  workers  are  women,  including 
70%  of  foodservice  supervisors.  Sixty-seven  percent  are  unmarried,  and  76% 
live  at  home  with  their  parents  or  relatives. 
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■  And  fourth,  we  are  labor-intensive.  Today  the  foodservice  industry  is  the 
nation's  largest  retail  employer.  Our  industry  employs  nine  million  Americans. 
By  2005,  that  number  will  climb  to  an  estimated  12  million.  Restaurants 
employ  large  numbers  of  part-time  and  seasonal  workers.  The  average 
workweek  for  foodservice  employees  is  25  hours,  compared  to  32  hours  for 
all  businesses.  And  our  industry-wide  turnover  is  100  to  140%. 

The  combination  of  these  characteristics  -  the  same  characteristics  that  have  made  U.S. 
restaurants  such  an  important  source  of  millions  of  entry-level  jobs,  as  well  as  jobs  for 
millions  of  Americans  who  want  part-time  or  flexible  work  schedules  -  means  we  are 
particularly  vulnerable  to  labor-cost  increases  while  at  the  same  time  lacking  options  for 
absorbing  these  cost  increases. 

You  asked  for  advice  on  how  we  could  best  achieve  universal  health  coverage.  The  National 
Restaurant  Association  believes  that  we  need  to  focus  instead  on  providing  universal  access 
to  coverage.  We  believe  that  the  best  way  to  increase  access  to  health  care  is  to  make 
insurance  coverage  more  affordable  -  both  for  employers  and  employees.  We  support 
market-based  solutions  that  build  on  the  strengths  of  our  free-enterprise  system.  Here  are 
the  reforms  we  urge  you  to  adopt: 

■  One,  we  support  the  establishment  of  health  insurance  purchasing  pools  that  would 
help  small  businesses  and  uninsured  Americans  buy  quality  health  insurance  at 
affordable  rates.  By  spreading  risk  and  administrative  costs,  such  pools  would  go  far 
in  helping  small  businesses  and  individuals  purchase  insurance. 

■  Two,  we  support  tax  changes  to  give  sole  proprietors,  S  corporations  and  partnerships 
a  full  tax  deduction  for  the  cost  of  health  insurance  premiums.  More  than  four  out 
of  ten  eating  and  drinking  places  fall  in  these  categories.  We  also  support  tax 
changes  to  limit  the  employer's  tax  deduction  and  employee's  tax  exclusion  for 
excessive  health  coverage  costs.  Unlimited  tax  advantages  have  contributed  to  the 
growth  of  unnecessary  medical  care  and  wasteful  spending. 

■  Three,  we  support  reforms  to  the  insurance  market  for  small  businesses,  so 
employers  and  employees  are  guaranteed  insurance  coverage  that  can't  be  canceled 
on  a  whim.  This  has  been  a  tremendous  problem. 

■  Four,  we  support  federal  pre-emption  of  costly  state  laws  that  require  even  basic 
benefit  plans  to  include  extensive  coverage.  These  laws  price  basic  plans  way  out  of 
our  reach.  We  also  support  federal  pre-emption  of  state  laws  that  restrict  managed- 
care  programs. 


■ 


Five,  we  support  reducing  paperwork  by  creating  a  uniform  electronic  claims  system 
that  guarantees  timely  payments  and  curtails  fraud. 

And  finally,  we  support  reforms  to  the  medical-malpractice  laws  so  doctors  won't 
resort  to  excessive  tests  and  procedures  solely  to  shield  themselves  from  lawsuits. 
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These  are  real  reforms  that  will  make  it  possible  for  small  businesses  to  provide  health 
insurance  to  their  employees,  leading  many  more  Americans  to  become  covered  by  health 
insurance. 

In  conclusion,  I  again  stress  that  thousands  of  the  nation's  foodservice  employers  want  to 
provide  health  care  coverage  but  cannot  afford  to.  A  mandate  from  Washington  today  will 
force  cutbacks  in  hours  and  jobs,  cause  many  restaurants  to  close  their  doors  and  discourage 
more  restaurants  from  opening. 

One  final  note,  Mr.  Chairman.  After  you  met  with  Hillary  Rodham  Clinton  last  week,  you 
compared  reforming  the  nation's  health  care  system  to  making  an  omelet  You  said  that, 
"You  can't  make  an  omelet  without  breaking  a  few  eggs."  Well,  we  know  more  about 
making  omelets  than  anyone  else.  And  we  know  that  if  you  require  employers  to  pay  7  to 
12%  of  payroll  for  health  care,  you  won't  just  be  "breaking  a  few  eggs."  You'll  be  leveling 
a  devastating  blow  to  thousands  of  restaurant  businesses  and  tens  of  thousands  of  restaurant 
jobs. 

Thank  you  for  your  attention.  I  would  be  happy  to  answer  any  questions  you  might  have. 
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Attachment  A 

Federal  Regulation  and  Restaurants 

Just  over  the  past  eight  years,  restaurants  have  seen  a  tremendous  increase  in  the 
number  of  federal  regulations  with  which  they  must  comply.  It  is  no  wonder  that 
restaurants,  already  experiencing  the  cumulative  impact  of  these  laws  on  costs  and 
paperwork,  are  extremely  worried  about  the  proposals  Congress  is  now  discussing, 
including  a  cut  in  the  business  meal  deduction  to  50%;  higher  payroll  taxes  to  pay 
for  health  care  reform;  an  increase  in  the  minimum  wage;  and  workplace-safety 
reforms. 

Laws  Congress  Has  Passed  Since  1 985 
That  Have  Affected  Employers  in  the  Restaurant  Industry 


1985 

■  COBRA.  Employers  of  20  or  more  must  allow  former  employees  and  beneficiaries  to 
continue  buying  into  group  health  plans  for  a  limited  time.  (Consolidated  Omnibus  Budget 
Reconciliation  Act  of  1  985) 


1986 

■  BUSINESS  MEAL  DEDUCTION.  Tax  deduction  for  business  meals  cut  to  80%  beginning 
1 987.  (Tax  Reform  Act  of  1986) 

■  SECTION  89.  Employers  must  prove  benefit  plans  do  not  discriminate  in  favor  of  highly- 
paid  workers.  Law  repealed  in  1989.  (Tax  Reform  Act  of  1986) 

■  IMMIGRATION.  Employers  must  examine  documents,  fill  out  1-9  forms  for  all  new 
employees.  (Immigration  Reform  and  Control  Act  of  1986) 


1987 

■  FICA  TAX  ON  TIPS.  Restaurateurs  must  pay  FICA  taxes  on  all  employee  tips.  (Omnibus 
Budget  Reconciliation  Act  of  1987) 

■  ALCOHOL-SELLERS'  TAX.  Restaurants  and  other  businesses  selling  alcohol  must  pay 
$250  annual  occupational  tax,  up  from  $24  or  $54.  (Omnibus  Budget  Reconciliation  Act 
of  1987) 


71-135  O  -  94  -  5 
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1988 


■  HAZARD  COMMUNICATION  STANDARD.  Due  to  court  ruling,  employers  must 
establish  an  employee  training  program  and  maintain  Material  Safety  Data  Sheets  for  all 
hazardous  substances  in  the  workplace. 

■  POLYGRAPH  BAN.  Bans  polygraph  testing,  requires  workplace  notice  explaining  ban. 
(Employee  Polygraph  Protection  Act  of  1 988) 

■  PLANT  CLOSINGS.  Requires  employers  of  1 00  or  more  to  give  60  days'  notice  of 
closings  or  mass  layoffs.  (Worker  Adjustment  and  Retraining  Notification  Act  of  7988) 


1989 


■  MINIMUM  WAGE.  Increases  minimum  wage  to  $3.80  in  1990,  $4.25  in  1991.  (Fair 
Labor  Standards  Act  Amendments  of  1989) 


1990 


■  ADA.  Prohibits  discrimination  against  people  with  disabilities.  Creates  significant  new 
responsibilities  in  hiring  and  in  restaurant  accessibility.  (Americans  with  Disabilities  Act  of 
1990) 

■  MENU  LABELING.  Beginning  in  1 994,  requires  restaurants  to  meet  new  federal  criteria 
when  they  make  nutrient-content  or  health  claims.  (Nutrition  Labeling  and  Education  Act 
of  1990) 

■  ALCOHOL  TAXES.  Raises  federal  excise  taxes  on  beer,  wine,  and  distilled  spirits  in  1 991 
and  requires  payment  of  one-time  inventory  tax.  (Omnibus  Budget  Reconciliation  Act  of 
1990) 

■  TEEN  LABOR  PENALTIES.  Raises  maximum  per-employee  penalties  to  $10,000,  up 
from  $1 ,000.  (Omnibus  Budget  Reconciliation  Act  of  1990) 


1991 


■  CIVIL  RIGHTS.  Lets  employees  bring  jury  trials,  collect  money  damages  for  job 
discrimination  under  Title  VII  of  the  Civil  Rights  Acts  of  1 964,  Title  I  of  the  ADA.  (Civil  Rights 
Act  of  1991) 


1993 


■  FAMILY  AND  MEDICAL  LEAVE.  Effective  August  1 993,  requires  employers  of  50  or 
more  to  provide  up  to  12  weeks  of  unpaid,  job-protected  family  and  medical  leave  to 
employees.  (Family  and  Medical  Leave  Act  of  1993) 


Attachment  B 
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Statement 

of  the 

U.S.  Chamber 

of  Commerce 


ON:  Health  Care  Reform 

TO:  House  Committee  on  Small  Business 

BY:  Kristin  Bass 

DATE:  August  4,  1993 


The  Chamber's  mission  is  to  advance  human  progress  through  an  economic. 

political  and  social  system  based  on  individual  freedom, 

incentive,  initiative,  opportunity  and  responsibility. 
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The  U.S.  Chamber  of  Commerce  is  the  world's  largest  federation  of  business  companies  and 
associations  and  is  the  principal  spokesman  for  the  American  business  community  It 
represents  more  than  215,000  businesses,  plus  3,000  local  and  state  chambers  of  commerce, 
1,200  trade  and  professional  associations,  69  American  Chambers  of  Commerce  Abroad,  and 
11  bilateral  international  business  councils. 

More  than  96  percent  of  the  Chamber's  members  are  small  business  firms  with  fewer  than 
100  employees,  71  percent  of  which  have  fewer  than  10  employees.  Yet,  virtually  all  of  the 
nation's  largest  companies  are  also  active  members.  We  are  particularly  cognizant  of  the 
problems  of  smaller  businesses,  as  well  as  issues  facing  the  business  community  at  large. 

Besides  representing  a  cross-section  of  the  American  business  community  in  terms. of 
number  of  employees,  the  Chamber  represents  a  wide  management  spectrum  by  type  of 
business  and  location.  Each  major  classification  of  American  business  ~  manufacturing, 
retailing,  services,  construction,  wholesaling,  and  finance  -  numbers  more  than  11,000 
members.  Yet  no  one  group  constitutes  as  much  as  36  percent  of  the  total  membership. 
Further,  the  Chamber  has  substantial  membership  in  all  50  states. 

The  Chamber's  international  reach  is  substantial  as  well.  It  believes  that  global 
interdependence  provides  an  opportunity,  not  a  threat.  In  addition  to  the  69  American 
Chambers  of  Commerce  Abroad,  an  increasing  number  of  members  are  engaged  in  the 
export  and  import  of  both  goods  and  services  and  have  ongoing  investment  activities.  The 
Chamber  favors  strengthened  international  competitiveness  and  opposes  artificial  U.S.  and 
foreign  barriers  to  international  business. 

Positions  on  national  issues  are  developed  by  a  cross-section  of  its  members  serving  on 
committees,  subcommittees,  and  task  forces.  Currently,  some  1,800  business  people 
participate  in  this  process. 
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STATEMENT 

on 

HEALTH  CARE  REFORM 

before  the 

HOUSE  COMMITTEE  ON  SMALL  BUSINESS 

for  the 

U.S.  CHAMBER  OF  COMMERCE 

by 

Kristin  Bass 

August  4,  1993 


Good  morning,  Mr.  Chairman  and  members  of  the  committee.  The  U.S.  Chamber  of 
Commerce  is  pleased  to  have  this  opportunity  to  testify  on  health  care  reform  as  it  relates  to 
small  business.  I  am  Kristin  Bass,  manager  of  human  resources  policy,  and  with  me  is  Lisa 
Sprague,  manager  of  employee  benefits  policy. 

As  you  know,  our  membership  includes  some  215,000  businesses,  96  percent  of  whom 
employ  fewer  than  100  people.  Roughly  two  thirds  of  these  small  companies  currently  provide 
health  insurance  for  their  workers.  We  hear  daily  from  this  group  complaints  about  the 
difficulty  of  finding  and  keeping  affordable  insurance.  Undoubtedly,  members  of  this  committee 
hear  the  same  stories. 

Statistics  underscore  the  urgency  of  rising  health  care  costs.  We  have  included  a  number 
of  charts  (Attachment  A)  in  our  testimony.  The  first  few  show  statistics  widely  discussed  in 
recent  months,  including  the  growing  part  of  the  nation's  gross  domestic  product  consumed  by 
health  care,  the  projected  growth  in  health  care  expenditures  as  a  proportion  of  the  federal 
budget,  and  the  rapid  escalation  of  employer-  and  employee-paid  health  insurance  premiums. 
We  would  particularly  like  to  highlight  that  this  problem  is  not  uniquely  American  as  some 
would  assert,  but  one  afflicting  most  industrialized  nations.  Canada,  for  example,  is  widely 
cited  as  a  model  for  America's  health  care  reform.  But  you  will  note  that  Canada's  average  rate 
of  growth  in  health  care  costs  has  outpaced  that  in  the  United  States. 

To  the  extent  that  our  health  insurance  system  is  employer-based,  statistics  also  bear  out 
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the  impression  that  lack  of  insurance  coverage  is  predominantly  a  small  business  problem.  You 
have  heard  that  85  percent  of  the  36  million  people  who  lack  health  insurance  have  some 
connection  to  the  work  force.  The  majority  of  the  uninsured  -  53  percent  -  are  full-year,  full- 
time  employees.  Others  may  be  seasonal,  part-time,  or  temporarily  unemployed  workers. 
Nearly  two-thirds  of  the  uninsured  work  for  companies  with  fewer  than  100  employees.  Most 
are  in  families  with  incomes  under  200  percent  of  the  federal  poverty  limit.  Thus,  the  profile 
of  a  typical  uninsured  person  is  a  low-paid,  small  business  worker  or  family  member. 

We  often  hear  that  some  people  choose  to  forego  insurance  ~  particularly  when  an 
employee  premium  contribution  is  required.  In  fact,  a  recent  study  indicates  that  relatively  few 
employees  actually  refuse  coverage  when  it  is  offered:  only  2  percent  of  workers  declined  health 
insurance  from  all  sources.  In  an  article  published  in  the  1993  supplement  of  Health  Affairs, 
a  health  policy  journal,  Steven  Long  and  Susan  Marquis  found  that  more  than  63  percent  of 
employees  in  companies  not  offering  health  insurance  earned  less  than  $7  an  hour.  Long  and 
Marquis  suggest  that  these  firms  may  not  offer  health  insurance  because  these  workers  are  not 
demanding  it  as  well  as  because  the  firm  cannot  afford  to  provide  it.  For  a  $7-an-hour  worker, 
contributing  even  20  percent  of  a  $4000  annual  family  premium  ($800)  may  not  be  affordable, 
and  for  the  small  business  employing  that  worker,  contributing  80  percent  of  the  premium  would 
increase  labor  costs  by  22  percent.  For  our  small  business  members,  many  of  whom  operate 
on  thin  margins,  these  increased  labor  costs  could  spell  lost  jobs  or  failed  companies. 

Some  policymakers  have  suggested  that  these  marginal  companies  do  not  deserve  to  be 
in  business,  as  if  operating  a  business  is  a  privilege  and  not  the  underpinnings  of  our  economy. 
Yet  small  businesses,  by  creating  jobs,  support  tens  of  millions  of  families.  We  simply  must 
accept  that  because  of  the  difficult  and  competitive  business  environment  in  which  most  small 
businesses  operate,  some  do  not  have  margins  that  enable  them  to  provide  health  insurance. 

Small  businesses  that  do  provide  health  insurance  indirectly  subsidize  businesses  that  do 
not  provide  insurance.  When  an  uninsured  worker  gets  medical  care  and  cannot  pay  her  bill, 
hospitals  and  doctors  raise  prices  to  other  privately  insured  patients  to  compensate.  Because  big 
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businesses  have  the  clout  to  negotiate  volume-discount  deals  with  hospitals  and  doctors,  this  cost- 
shifting  falls  harder  on  small  businesses  in  the  form  of  higher  premiums.  Under  the  current 
health  insurance  system,  in  effect,  small  companies  are  penalized  for  providing  coverage  to  their 
employees. 

Chamber  members  recognize  that  employers  have  a  critical  role  to  play  in  reforming  our 
health  system.  We  are  in  favor  of  a  system  that  achieves  affordable  health  insurance  coverage 
by  building  on  the  strong  current  base  of  employer-provided  health  benefits.  Our  members, 
perhaps  surprisingly,  maintain  that  health  insurance  should  remain  part  of  the  compensation 
package.  However,  employers  have  no  wish  to  claim  sole  responsibility  for  insuring  the 
American  population.  The  Chamber  seeks  participation  by  all  levels  of  society  -  government, 
employers,  and  individuals  -  in  a  framework  of  managed  competition.  No  one  should  be 
permitted  to  opt  out  of  the  system  or  its  obligations,  but  no  one  should  be  ruined  in  the  process. 

By  managed  competition,  a  phrase  used  loosely  in  recent  months,  the  Chamber  means 
roughly  the  model  developed  by  Stanford  Business  School  professor  Alain  Enthoven,  physician 
Paul  Ellwood,  and  those  who  form  the  Jackson  Hole  Group.  This  health  care  reform  model 
seeks  to  alter  the  incentives  in  the  delivery  of  medical  services  so  that  consumers  seek  high- 
quality  care  at  a  reasonable  price  and  physicians,  hospitals,  and  other  health  care  workers 
compete  to  provide  it.  Under  managed  competition,  consumers  and  employers  armed  with 
objective  information  on  price  and  quality  would  shop  for  health  coverage.  Changes  in  the  tax 
code  would  give  people  an  incentive  to  choose  cost-efficient  plans,  and  small  businesses  and 
individuals  would  pool  their  purchasing  power  to  give  them  greater  market  clout. 

The  Chamber  has  been  asked  whether  this  position  implies  support  for  an  employer 
mandate.  While  we  are  convinced  that  health  care  costs  can  only  be  contained  if  everyone  is 
in  the  system  and  playing  by  the  same  rules,  we  recognize  that  some  individuals  and  employers 
are  unable  to  afford  insurance.  Chamber  policy  holds  that  individuals  should  be  required  to  have 
insurance  coverage,  while  employers  should  make  insurance  available  to  workers  and  dependents 
and  contribute  something  to  its  cost.   However,  the  Chamber  will  oppose  any  health  insurance 
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requirement  that  does  not  include  adequate  subsidies  for  lower-wage  workers  and  their 
employers.  An  insurance  mandate  that  produces  job  loss  and  business  failure  is  not  a  social 
gain. 

The  Chamber  has  long  called  for  some  type  of  group  mechanism  that  would  enable  small 
businesses  to  band  together  for  greater  power  in  the  market  and  economies  of  scale.  Larger 
employers  have  always  been  able  to  have  more  control  over  health  care  costs,  by  utilizing  self- 
insurance,  managed  care,  and  even  wellness  programs.  Small  business,  on  the  other  hand, 
traditionally  has  been  limited  to  commercial  insurance,  which  carries  high  administrative  cost 
and  permits  little  flexibility.  In  addition,  self-employed  businesspeople  have  been  unable  to 
deduct  the  full  cost  of  health  insurance  premiums  (and  currently  can  deduct  none  of  it). 

Purchasing  cooperatives,  as  envisioned  under  managed  competition,  fit  this  bill  — 
provided  they  remain  focused  on  small  business.  In  this  way,  small  businesses  and  individuals 
will  finally  have  the  leverage  to  compete  against  larger  companies  in  the  market  for  health 
insurance.  Many  of  our  smaller  members  eagerly  welcome  the  idea  of  one-stop  shopping  -  that 
they  can  call  and  get  from  a  single  source  all  necessary  information  about  health  care  plans, 
prices,  and  quality  without  having  to  spend  hours  on  the  phone  calling  around  to  agents.  These 
members  remind  us  that  they  are  in  the  business  of  selling  hardware  or  lumber  or  manufacturing 
coolers,  and  have  neither  the  time  nor  the  expertise  necessary  to  sift  through  health  insurance 
policy  language  to  find  the  appropriate  features  and  the  best  deal. 

It  will  not  surprise  you  to  hear  that  small  business  owners  similarly  feel  unable  and 
unwilling  to  devote  hours  on  end  to  complying  with,  or  trying  to  determine  whether  in  fact  they 
are  complying  with,  intricate  federal  regulations.  For  members  of  all  sizes,  this  is  a  matter  of 
conviction  as  well  as  practicality:  they  do  not  believe  that  government  bureaucracy  can  increase 
efficiency  or  lower  costs  in  the  health  care  system,  and  they  know  government  red  tape  is  not 
conducive  to  their  own  concentration  on  running  a  business.  Thus,  the  Chamber  will  oppose 
cost-containment  efforts  that  rely  more  on  regulation  than  on  market  competition,  because  our 
members  believe  that  a  market,  properly  structured,  will  be  more  successful  in  holding  the  line 
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on  health  care  costs  than  will  government  price  controls. 

While  Chamber  members  naturally  focus  on  how  health  care  reform  will  affect  the 
private  sector,  they  are  convinced  that  reform  cannot  succeed  unless  it  applies  to  public 
programs  as  well.  We  foresee  future  Medicare  beneficiaries  choosing  to  remain  in  their 
existing  care  networks  rather  than  transitioning  to  an  artificially  preserved  fee-for-service 
environment.  Medicaid  beneficiaries  could  be  brought  into  the  reform  mainstream  immediately, 
obtaining  coverage  through  a  purchasing  cooperative  like  any  other  individuals,  but  with 
government  assistance  to  pay  the  premiums.  We  would  caution,  though,  that  the  Medicaid 
population  should  be  pooled  separately  for  premium  purposes,  so  that  small  businesses 
participating  in  the  cooperative  are  not  forced  inadvertently  to  subsidize  the  relatively  sicker 
Medicaid  population. 

There  has  been  some  discussion  of  adding  still  another  program  to  the  reform  mix  by 
including  the  medical  component  of  workers'  compensation  insurance.  However,  the  Chamber 
task  force  that  is  exploring  this  idea  has  some  reservations.  While  on  its  surface  seamless 
coverage  sounds  appealing,  the  Chamber  has  serious  concerns  about  its  impact  on  the  workers' 
compensation  program.  We  caution  that  any  changes  to  workers'  compensation  must  preserve 
employers'  incentives  to  maintain  a  safe  workplace.  The  current  safety  incentives,  including 
experience  rating,  should  be  retained  for  workers'  compensation.  Employers  with  good  safety 
programs  should  continue  to  benefit  from  their  efforts  and  should  not  be  required  to  subsidize 
unsafe  employers.  Employers  must  retain  the  ability  to  manage  disability  cases  for  maximum 
and  timely  rehabilitation  with  an  eye  toward  controlling  indemnity  costs.  The  Chamber  has 
received  letters  from  many  small  business  members  expressing  satisfaction  with  their  workers' 
compensation  insurers'  efforts  to  manage  cases  and  control  costs. 

Various  health  care  reform  ideas  have  been  discussed  and  debated  at  length  over  the  past 
few  years.  This  year,  most  reform  efforts  have  been  suspended  in  anticipation  of  the  President's 
reform  plan.  Like  everyone  else,  we  are  reserving  judgement  until  a  plan  is  announced.  Our 
reaction  will  be  based  largely  on  how  small  business  issues  are  addressed.    No  doubt  at  that 
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point  we  will  have  many  things  to  discuss  with  this  committee  But  the  point  we  hope  to  leave 
you  with  is  that  we  don't  want  to  see  real  reform  dissipated  in  endless  discussions.  The 
Chamber's  small  business  members  over  the  past  five  years  have  watched  health  care  costs 
hockey-stick  upward,  squeezing  wage  increases  and  profits  alike.  For  our  members,  the  status 
quo  -  30  percent  rate  increases  annually  -  is  unsustainable.  We  look  forward  to  working 
together  over  the  coming  months  to  secure  real  improvements  in  the  nation's  health  care  system. 
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SUMMARY  OF  FINDINGS  FROM  THE  GENERAL  ACCOUNTING  OFFICE 

REPORT:    "EMPLOYER-BASED  HEALTH  INSURANCE:  HIGH  COSTS,  WIDE 

VARIATION  THREATEN  SYSTEM" 

Prepared  for  Rep.  John  Conyers,  Jr. 
Chairman,  Committee  on  Government  Operations 


Major  findings  of  the  report  include  the  following: 

o  Rising  health  costs  affect  businesses  unevenly.  Finns  with  older  or  less  healthy 
workforces,  firms  located  in  high-cost  areas,  smaller  firms,  and  firms  with  large  numbers  of 
retirees  covered  by  health  plans  have  experienced  even  larger  increases  in  health  care  costs, 
(p.  1) 

o  Individual  businesses  can  do  little  to  lower  their  health  costs  because  they  cannot  readily 
change  their  size,  location,  or  employee  demographics.  Therefore,  employers  try  to  control 
health  care  costs  by  reducing  benefits,  shifting  health  costs  to  their  workers,  or  limiting 
choice  of  provider  through  managed  care  programs... [A]  growing  number  of  firms  have 
completely  eliminated  health  care  coverage,  (p.  2) 

•  Unless  universal  access  is  a  component  of  health  care  reform,  it  is  not  clear  that  reforms 
designed  to  help  those  firms  with  particularly  high  health  care  costs  will  generate  any  real 
improvement  in  access  to  care.  (p.  13) 

General  findings  from  the  GAO  report  include: 

•  Over  150  million  Americans  obtain  health  insurance  through  their  employers.   Businesses 
spent  about  $186  billion,  or  30  percent  of  U.S.  personal  health  care  expenditures  in  1990. 
(p.  3) 

•  [Employees]  view  health  insurance  benefits  as  a  major  factor  in  their  decision  to  change  or 
remain  in  a  job.   In  a  nationwide  household  survey,  3  in  10  respondents,  mostly  middle- 
income  workers,  reported  that  they  are  staying  in  jobs  they  want  to  leave  mainly  to  keep 
their  health  benefits,  (p.  3) 

•  From  1987  to  1990,  employer  expenditures  for  health  care  services  and  supplies  increased 
at  an  average  rate  of  12  percent  compared  to  5  percent  for  general  inflation,  (p.  4) 

•  Health  insurance  premiums  have  been  increasing  at  an  even  greater  rate.  In  a  survey  of 
medium,  and  large  firms,  employer  and  employee  health  benefit  costs  grew  at  an  average 
annual  rate  of  16  percent  over  the  past  4  years.   Health  care  costs  per  covered  employee 
among  these  firms  rose  from  about  $2,000  in  1987  to  about  $3,600  in  1991.  (p.  4) 

•  Firms  most  vulnerable  to  rising  health  costs  are  those  whose  plans  offer  extensive  benefits 
and  cover  a  large  number  of  retirees  or  dependents;  those  with  workers  that  are  older,  less 
healthy,  or  earning  higher  incomes;  those  with  relatively  few  workers;  and  those  located  in 
high  health-cost  areas,  (p.  2) 

•  Individual  businesses  can  do  little  to  lower  their  costs  because  they  cannot  readily  change 
their  size,  location,  or  employee  demographics.  Therefore,  employers  try  to  control  health 
care  costs  by  reducing  benefits,  shifting  health  costs  to  their  workers,  or  limiting  choice  of 
provider  through  managed  care  programs,  (p.  2) 

•  [T]he  range  of  costs  for  health  insurance  paid  by  different  firms  is  wide  and  growing. 
Because  individual  firms'  health  costs  vary  widely,  average  cost  data  conceal  the  severity  of 
the  problem  for  some  businesses.    In  1991,  employers  and  employees  in  8  percent  of  firms 
surveyed  paid  less  than  $2,000  per  covered  employee  for  health  benefits,  while  13  percent 
paid  $5,000  or  more.   [About  one-third  of  firms  paid  $4,000  or  more.]  (p.  5) 
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•  Even  for  firms  within  the  same  line  of  business,  health  costs  can  differ  substantially... 5 
percent  of  [manufacturing]  firms  had  health  benefit  costs  less  than  $2,000  per  employee 
while  16  percent  had  costs  of  $5,000  or  more.  (p.  6) 

•  As  a  share  of  payroll,  health  benefit  costs  for  all  medium  and  large  firms  surveyed 
averaged  10.8  percent  in  1989.  However,  health  plan  costs  were  at  least  20  percent  of 
payroll  in  over  one-quarter  of  consumer  products  firms  where  wages  tend  to  be  low  and  less 
than  5  percent  of  payroll  for  one-quarter  of  firms  in  higher  paid  technical/professional 
services,  (pp.  6-7) 

•  Several  characteristics  of  business  establishments  help  explain  why  certain  businesses 
experience  especially  high  health  costs.   The  characteristics  include  the  health  risk  attributes 
of  the  work  force,  the  scope  and  financing  of  the  benefit  plan,  and  the  size  and  geographic 
location  of  the  firm... For  example,  the  relatively  high  health  costs  for  manufacturing  firms 
reflect  the  fact  that  manufacturers  tend  to  have  older  workers,  cover  more  retirees,  offer 
more  generous  benefit  packages,  and  be  located  more  often  in  areas  with  high  medical  costs, 
(p.  8) 

•  Survey  data  for  1989  show  that  average  group  expected  claims  costs  vary  widely  by  city. 
For  example,  average  claims  costs  for  group  health  insurance  benefits  in  Los  Angeles  are  on 
par  with  those  in  Miami  but  are  25  percent  more  than  those  in  New  York  City,  and  twice  as 
high  as  Seattle,  (p.  10) 

•  The  benefit  plan  design,  over  which  an  employer  has  the  most  control,  is  generally  the 
first  factor  a  firm  will  alter  to  control  rising  costs.   Such  plan  changes  can  include  some 
combination  of  eliminating  or  limiting  family  coverage,  retiree  coverage,  or  covered 
services.   Other  benefit  plan  changes  that  attempt  to  reduce  costs  include  the  following: 

Cost  shifting.  As  a  percentage  of  total  employee  wages  and  salaries,  employer  health 
care  costs  increased  from  5.8  percent  in  1980  to  8.5  percent  in  1990.   Over  the  same 
period,  wages,  adjusted  for  inflation,  have  declined  slightly.  The  growth  in  health 
care  costs  represents  a  substitution  of  employee  health  benefits  for  cash  wages,  (p.  4) 

Cutting  back  retiree  benefits.  In  a  growing  trend,  firms  are  reducing  or  terminating 
health  benefits  for  current  and  future  retirees.   (pMl)^ 

Eliminating  Coverage.   In  a  recent  national  survey  of  small  employers,  13  percent  of 
the  respondents  indicated  that  they  had  dropped  coverage  within  die  last  3  years  due 
to  the  cost.   In  addition,  30  percent  of  small  firms  were  considering  dropping  health 
insurance  benefits,  (p.  11) 

Self-insuring.   [S]elf  insured  plans  need  not  comply  with  state  laws  that  require  health 
insurance  contracts  to  include  specified  benefits,  comply  with  certain  anti- 
discrimination standards  applicable  to  insured  plans,  pay  state  insurance  premium 
taxes,  or  participate  in  insurance  pools  for  high-risk  individuals... A  federal  appeals 
court  ruling  upheld  the  right  of  a  self-insured  employer  to  change  its  policies  and 
sharply  reduce  coverage  for  employees  who  develop  AIDS.   Under  the  new  benefit 
coverage,  the  lifetime  maximum  payment  for  AIDS-related  claims  was  reduced  from 
$1  million  to  $5,000.  (p.  11) 

•  Firms  unwilling  or  unable  to  alter  the  scope  and  financing  of  the  plan  may  consider  other 
options  for  containing  health  care  expenditures,  including  hiring  lower  health-risk  workers. 
For  example,  firms  could  replace  older  workers  with  younger  workers,  replace  young  female 
workers  with  young  male  workers,  and  replace  full-time  employees  with  part-time  or 
contingent  workers  who  often  are  not  eligible  for  coverage,  (pp.  11-12) 
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United  State* 

General  Accounting  Office 

Washington,  D.C  S0M8 


Hunan  Reeonrcea  Division 

B-249346 

September  22,  1992 

The  Honorable  John  Cony  ers,  Jr. 

Chairman,  Committee  on  Government  Operations 

House  of  Representatives 

Dear  Mr.  Chairman: 

With  costs  of  health  insurance  continuously  outstripping  the  growth  in 
prices  in  the  U.S.  economy,  the  business  community  Is  finding  it 
increasingly  difficult  to  maintain  the  same  level  of  commitment  to 
employer-provided  health  insurance.  The  average  firm  has  seen  employer 
health  insurance  costs  more  than  double  as  a  share  of  their  total  wage  bill 
in  the  last  two  decades.  While  these  sharp  increases  in  average  costs  are 
disturbing  to  most  employers,  the  averages  conceal  the  even  more 
devastating  increases  in  health  care  costs  faced  by  some  firms.  Firms  with 
older  or  less  healthy  work  forces,  firms  located  in  high-cost  areas,  smaller 
firms,  and  firms  with  large  numbers  of  retirees  covered  by  company  health 
plans  have  experienced  even  larger  increases  in  health  care  costs. 

Business  leaders  are  increasingly  concerned  that  escalating  health 
insurance  costs  for  their  employees  are  hurting  their  firms  In  domestic  and 
international  markets.  As  a  result,  business  is  taking  a  more  active  role  in 
cost  containment  and  the  health  care  reform  debate.  Employees  are  also 
concerned  about  rapid  increases  in  health  care  costs.  As  employers 
redesign  health  benefits,  workers  are  absorbing  more  of  the  costs.  During 
the  1980s,  most  labor  disputes  centered  on  health  benefits. 

You  asked  us  to  assess  the  burden  of  health  insurance  costs  for  business 
and  to  identify  the  types  of  employers  that  have  been  particularly 
vulnerable  to  escalating  health  insurance  costs.  In  this  report,  we  examine 
the  cost  for  various  employers  of  providing  health  benefits  and  identify 
factors  that  contribute  to  the  cost  differences  among  employers. 


ReSllltS  in  Brief  Many  emP1°yers  an  facing  rapidly  increasing  health  insurance  premiums 

and  are  frustrated  by  their  unsuccessful  attempts  to  contain  health  care 
costs.  Employers  vary  in  their  ability  to  absorb  these  costs,  depending  on 
their  financial  condition,  competitive  environment,  and  wage  structure.  As 
a  result,  some  businesses  face  increasing  difficulty  meeting  their 
commitments  to  employee  and  retiree  health  benefits. 
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While  health  costs  across  the  board  have  risen  at  twice  the  rate  of 
inflation,  in  a  highly  segmented  health  insurance  market,  costs  vary  greatly 
between  firms.  For  example,  a  1991  survey  of  medium  and  large  firms 
showed  that  8  percent  of  firms  paid  less  than  $2,000  per  employee,  while 
13  percent  of  firms  paid  $6,000  or  more. 

Firms  most  vulnerable  to  rising  health  costs  are  those  whose  plans  offer 
extensive  benefits  and  cover  a  large  number  of  retirees  or  dependents; 
those  with  workers  that  are  older,  less  healthy,  or  earning  higher  incomes; 
those  with  relatively  few  workers;  and  those  located  in  high  health-cost 
areas.  For  example,  a  painting  business  in  Los  Angeles  with  employees  in 
their  early  sixties  could  pay  more  than  $6,000  a  person  annually,  compared 
with  about  $600  a  person  for  an  accounting  firm  in  Vermont  with 
employees  in  their  twenties. 

Individual  businesses  can  do  little  to  lower  their  costs  because  they  cannot 
readily  change  their  size,  location,  or  employee  demographics.  Therefore, 
employers  try  to  control  health  care  costs  by  reducing  benefits,  shifting 
health  costs  to  their  workers,  or  limiting  choice  of  provider  through 
managed  care  programs.1  Despite  efforts  to  shift  or  contain  costs, 
businesses  continue  to  pay  about  the  same  share  of  national  health 
expenditures  as  they  did  throughout  the  1980s.  In  addition,  their  health 
expenses  continue  to  increase  about  10  percent  a  year. 

As  pressures  on  businesses  mount,  firms  are  adopting  more  severe  cost 
containment  measures.  For  example,  a  recent  federal  court  ruling  upheld 
the  right  of  a  self-insured  employer  to  change  its  policies  and  to  all  but 
eliminate  coverage  for  employees  who  develop  aids.2  In  addition,  a  growing 
number  of  firms  have  completely  eliminated  health  care  coverage.  These 
business  responses  are  indicators  of  how  growing  segmentation  of  the 
market  and  uncontrolled  costs  for  health  care  continue  to  weaken  the  link 
between  employment  and  health  insurance  coverage. 


'Managed  care  plan*  restrict  the  provide™  bom  whom  patients  can  receive  care  In  an  effort  to  control 
me  and  coats  through  negotiated  discounts,  physician  Incentives,  and  other  means 

'Under  the  Employee  Retirement  Income  Security  Act  of  1974,  self-Insured  plans  are  exempt  from 
state  regulations  requiring  coverage  of  specific  services.  Thus,  self-insured  employers  are  not 
prohibited  from  modifying  benefit  plans  to  reduce  or  eliminate  coverage  for  particular  illnesses. 
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Developments  in 
Employer-Based  Insurance 


Over  160  million  Americans  obtain  health  insurance  through  employers. 
To  provide  health  benefits  to  their  employees  and  retirees,  businesses 
spent  about  $186  billion,  or  30  percent  of  U.S.  personal  health  care 
expenditures  in  1990.9  This  system  of  employer-sponsored  health  insurance 
became  widespread  during  World  War  II.  At  that  time,  firms  competed  for 
workers  by  offering  health  coverage  as  a  fringe  benefit  to  attract  and 
retain  workers.  Further  growth  in  employer-based  insurance  occurred 
when  (1)  the  federal  government  made  employer  expenditures  for  health 
insurance  premiums  tax  deductible,  (2)  health  insurance  became  part  of 
collective  bargaining  negotiations,  and  (3)  insurance  companies  found  that 
it  reduced  their  marketing,  enrollment,  and  premium  collection  costs 
below  those  encountered  when  selling  to  individuals. 

Employees  favor  employer-sponsored  insurance  because  employer 
premium  contributions  are  exempt  from  their  gross  taxable  income, 
raising  their  effective  wage  rate.  They  view  health  insurance  benefits  as  a 
major  factor  in  their  decision  to  change  or  remain  in  a  job.  In  a  nationwide 
household  survey,  3  in  10  respondents,  mostly  middle-income  workers, 
reported  that  they  are  staying  in  jobs  they  want  to  leave  mainly  to  keep 
their  health  benefits.4  While  the  employer  is  still  the  source  of  health 
insurance  coverage  for  most  American  workers  and  their  families,  nearly 
three-fourths  of  the  34  million  uninsured  Americans  are  workers  or  their 
dependents. 


Scope  and  Methodology 


You  asked  us  to  examine  the  role  of  employers  and  employees  in  financing 
health  care  in  the  United  States.  In  this  report,  we  (1)  show  how  much  of 
the  burden  of  health  spending  falls  to  businesses,  (2)  examine  the 
differences  in  health  costs  across  businesses,  and  (3)  identify  factors  that 
may  contribute  to  this  variation  in  costs. 

To  describe  the  distribution  of  aggregate  expenditures  for  health,  we  used 
data  developed  by  the  Health  Care  Financing  Administration  that 
disaggregate  national  spending  on  health  services  and  supplies  into  three 
major  categories  of  payers:  business,  households,  and  government  We 

■Private  house  holds  financed  «226  blUkm,  or  36  percent,  and  federal  and  state  government!  financed 
1213  billion,  or  34  percent. 

♦The  results  of  an  August  1961  New  York  TimewCBS  News  poll  of  1,430  adulta  were  reported  la Erik 
Eckholm,  •Health  Benefltt  Pound  to  Deter  Job  Switching,'  New  York  Time*,  September  26, 1991. 
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also  divided  employer  costs  into  several  categories:  health  insurance, 
workers'  compensation,  health-related  taxes,  and  direct  health  services. 

To  show  how  each  of  these  elements  varies  across  businesses,  we 
developed  estimates  using  the  most  current  information  from  published 
sources.  For  example,  we  used  data  on  employers'  share  of  health 
insurance  premiums  collected  by  the  U.S.  Chamber  Research  Center  using 
surveys  of  small,  medium,  and  large-size  firms.  We  also  analyzed  data  from 
surveys  conducted  by  A.  Foster  Higgins  &  Co.,  Inc.,  Milliman  and 
Robertson,  Inc.,  the  Wyatt  Company,  and  other  private  consulting 
organizations  that  linked  firm  and  worker  characteristics  to  health 
insurance  costs.  (See  app.  VII  for  details  on  the  surveys.) 

We  conducted  our  review  from  September  1991  through  June  1992,  in 
accordance  with  generally  accepted  government  auditing  standards. 


Business  Health  Care 
Costs  Increasing 
Rapidly  but  Not 
Uniformly 


Health  spending  by  businesses  escalated  at  more  than  twice  the  general 
inflation  rate  during  the  late  1980s.  From  1987  to  1990,  employer 
expenditures  for  health  care  services  and  supplies  increased  at  an  average 
rate  of  12  percent  compared  to  5  percent  for  general  inflation.6  Most  health 
expenditures  are  to  cover  the  cost  of  health  insurance  plans.  (See  app.  I.) 
Health  insurance  premiums  have  been  increasing  at  an  even  greater  rate. 
In  a  survey  of  medium  and  large  firms,  employer  and  employee  health 
benefit  costs  grew  at  an  average  annual  rate  of  16  percent  over  the  past  4 
years.*  Health  care  costs  per  covered  employee  among  these  firms  rose 
from  about  $2,000  in  1987  to  about  $3,600  in  1991. 


In  addition,  business  expenditures  for  health  care  have  been  the  most 
rapidly  growing  component  of  employee  compensation.  As  a  percentage  of 
total  employee  wages  and  salaries,  employer  health  care  costs  increased 
from  5.8  percent  in  1980  to  8.6  percent  in  1990.  Over  the  same  period, 
wages,  adjusted  for  inflation,  have  declined  slightly.  The  growth  in  health 
care  costs  represents  a  substitution  of  employee  health  benefits  for  cash 
wages. 


"Over  the  same  period,  federal  and  state  governments'  spending  and  households'  spending  on  health 
can  have  experienced  increases  of  12  and  8  percent,  respectively. 

'A.  Foster  Higgins  A  Co.,  Inc.,  Health  Care  Benefits  Survey:  Indemnity  Plans:  Cost,  Design  and 
Funding.  1992. 
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Health  Care  Costs  Vary 
Widely  Across  Businesses 


The  differences  In  the  cost  burden  of  health  insurance  are  evident  across 
businesses  and  for  firms  within  an  industry.  (See  app.  II.)  As  shown  in 
figure  1,  the  range  of  costs  for  health  insurance  paid  by  different  firms  is 
wide  and  growing.  Because  individual  firms'  health  costs  vary  widely, 
average  cost  data  conceal  the  severity  of  the  problem  for  some  businesses. 
In  1991,  employers  and  employees  in  8  percent  of  firms  surveyed  paid  less 
than  (2,000  per  covered  employee  for  health  benefits,  while  13  percent 
paid  $6,000  or  more.  By  comparison,  among  firms  surveyed  in  1987, 
1 1  percent  paid  less  than  $1,000  per  covered  worker  while  12  percent  paid 
$3,000  or  more.  (See  fig.  2.) 


Hgura  1:  Variation  In  Average  Health 
Plan  Costa,  1991 
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Source:  A  Foster  Higglns  &  Co..  Inc. 
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Rgura  2 :  Variation  In  Average 
Man  Coata,  1M7 
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Even  for  firms  within  the  same  line  of  business,  health  costs  can  differ 
substantially.  The  1961  survey  showed  that  21  percent  of  wholesale/retail 
trade  firms  had  costs  of  less  than  $2,000  per  employee  while  3  percent  had 
costs  of  $6,000  or  more.  This  dispersion  exists  for  manufacturing  as  well 
but  reflects  the  higher  costs  paid  K  v  these  firms.  For  these  businesses, 
5  percent  of  firms  had  health  bent. .     ->sts  less  than  $2,000  per  employee 
while  16  percent  had  costs  of  $6,000  or  more. 

This  variation  is  also  evident  when  measuring  plan  costs  against  other 
forms  of  compensation.  As  a  share  of  payroll,  health  benefit  costs  for  all 
medium  and  large  firms  surveyed  averaged  10.8  percent  in  1989.  However, 
health  plan  costs  were  at  least  20  percent  of  payroll  in  over  one-quarter  of 
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consumer  products  firms  where  wages  tend  to  be  low  and  less  than  5 
percent  of  payroll  for  one-quarter  of  firms  in  higher  paid  technical/ 
professional  services. 


Fragmentation  of 
Insurance  Market 
Contributes  to 
Variation  in  Firm 
Costs 


Fundamental  changes  in  the  way  health  insurance  premiums  are 
determined  are  central  to  the  problems  facing  businesses.  Until  the  1970s, 
community  rating  was  common;  this  is  a  practice  whereby  all  employers  in 
a  particular  geographic  area  or  broad  class  of  business  were  charged  the 
same  premium  for  health  plans.  Since  then,  wherever  possible,  insurance 
companies  have  divided  firms  into  groups  and  set  premiums  based  on  the 
actual  or  perceived  health  care  costs  of  each  group.  In  general,  large  firms 
became  experience-rated  and  small  firms  (with  fewer  than  26  employees) 
medically  underwritten.7 

The  insurance  market  was  further  segmented  when  many  medium  and 
large  firms  found  that  they  could  reduce  their  health  expenditures  by 
self-insuring.  Instead  of  purchasing  coverage  from  a  commercial  carrier, 
employers  with  sufficient  resources  to  assume  the  risk  for  their 
employees'  health  costs  finance  benefits  internally  rather  than  pay  an 
Insurance  company.  In  1990,  over  half  of  all  U.S.  workers  were  covered  by 
self-insured  plans. 

As  insurers  shifted  away  from  communal  sharing  of  risk  toward 
concentration  of  risk,  some  businesses  have  become  more  vulnerable  to 
escalating  insurance  rates.  Through  medical  underwriting  for  small  firms 
and  experience  rating  for  larger  firms  insurers  now  offer  coverage  to  the 
healthiest  groups  at  low  rates  and  charge  higher  premiums  to  cover 
higher-risk  groups.  Small  firms  with  higher-risk  employees  are  particularly 
disadvantaged  by  this  fragmentation.  Their  high  administrative  costs  and 
risk  premiums  result  in  rates  much  higher  than  a  community-based 
premium  would  have  charged.  Small  firms  with  one  or  more  high-risk 
employees  may  find  policies  that  cover  these  individuals  difficult  to  afford. 
Those  that  avoid  these  costs  by  not  purchasing  insurance  contribute  to  the 
high  rate  of  uninsured  workers  (see  app.  I). 


examine  the  experience  of  the  group  ■  a  whole  and  charge  premiums 

payment!  made  by  the  group  In  the  previous  year  m  well  m 

For  HnaUer  employers,  individual  memben  of  the  group  are 

of  health  and  evidence  of  insurability  and  varioua  Interdependent  rlak 
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Work  Force,  Plan 
Design,  and  Firm 
Characteristics 
Determine  Business 
Health  Costs 


Several  characteristics  of  business  establishments  help  explain  why 
certain  businesses  experience  especially  high  health  costs.  The 
characteristics  include  the  health-risk  attributes  of  the  work  force,  the 
scope  and  financing  of  the  benefit  plan,  and  the  size  and  geographic 
location  of  the  firm.  Although  it  is  difficult  to  isolate  the  influence  of 
specific  characteristics  on  a  firm's  health  costs,  in  general  a  firm's  line  of 
business  can  reflect  the  cumulative  effects  of  size,  location,  beneficiary 
characteristics,  and  benefit  plan  structure.  For  example,  the  relatively  high 
health  costs  for  manufacturing  firms  reflect  the  fact  that  manufacturers 
tend  to  have  older  workers,  cover  more  retirees,  offer  more  generous 
benefit  packages,  and  be  located  more  often  in  areas  with  high  medical 
costs. 


Firms  With  Older, 
High-Risk,  or  High-Income 
Workers  Have  Higher 
Costs 


Worker  and  retirees'  demographic  characteristics — age,  sex,  health  status 
and  history,  financial  status,  and  occupation — have  a  substantial  effect  on 
health  insurance  costs.  In  firms  with  older  workers,  the  premiums  reflect 
the  higher  costs  of  more  frequent  and  more  intensive  use  of  health  care 
services  associated  with  these  individuals.  Costs  are  generally  lowest  for 
firms  with  predominantly  young,  low-income,  healthy  men  in  low-risk 
occupations.  For  example,  the  expected  health  care  costs  of  a  62-year-old, 
high-income,  healthy  man  may  be  five  times  higher  than  costs  for  a 
22-year-old,  low-income,  healthy  man. 


Firms  That  Offer  Benefit 
Plans  With  Low 
Cost-Sharing  Provisions  or 
Broad  Coverage  Have 
Higher  Costs 


The  design  of  health  benefit  plans  contributes  significantly  to  the 
differences  in  business  health  expenditures.  The  share  of  premiums  paid 
by  the  employer,  the  scope  of  health  benefits  and  health  delivery  systems 
included  in  the  plan,  and  the  degree  of  dependent  and  retiree  participation 
are  major  factors  in  defining  an  employer's  insurance  burden.  For 
example,  health  care  costs  experienced  by  employers  differ  sharply  for  a 
firm  that  offers  a  single  "bare  bones"  plan  with  no  employer  premium 
contribution  as  compared  to  a  firm  that  completely  finances  a  wide  range 
of  benefits  and  plan  choices. 

The  degree  of  employee  cost  sharing  can  contribute  to  the  variation  in 
employer  costs.  As  might  be  expected,  firms  that  require  lower  employee 
contributions  generally  have  higher  costs. 
Although  nearly  all  employers  providing  health  benefits  offer  basic 
medical  coverage,  they  differ  in  the  degree  of  supplemental  coverage  they 
offer,  Le.,  mental  health,  dental,  or  vision  care  coverage.  Firms  that  offer  a 
number  of  supplemental  benefits  generally  have  higher  costs. 
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Firms  that  have  a  large  share  of  married  or  older  employees  and  offer 
generous  benefit  packages  (in  terms  of  financing  and  scope)  are  more 
likely  to  have  a  high  percentage  of  dependent  coverage.  Employer  costs 
for  family  coverage  are  about  140  percent  higher  than  for  individual 
coverage.  Similarly,  employers  that  offer  health  coverage  to  workers  who 
retire  before  age  66  with  little  change  in  the  benefit  plan  structure  are 
likely  to  incur  higher  total  costs  per  employee,  since  early  retirees 
typically  use  more  health  care  services  than  the  average  worker. 


Small  Firms  Face  Small  firms  generally  pay  higher  insurance  rates  than  large  firms.  Higher 

Higher  Costs  administrative  costs  associated  with  the  inability  to  spread  risk  over  a 

large  number  of  insured,  claims  administration,  and  sales  commissions  are 
major  contributors  to  these  higher  health  expenditures.  The  decline  in 
community-rated  health  insurance  products  has  also  contributed  to 
substantially  higher  premiums  for  some  small  firms  whose  workers  have 
risk  factors  that  could  generate  high  health  care  costs. 

Other  cost  contributors  include  factors  that  are  inherent  to  the  size  of  the 
firm: 

•  Since  small  firms'  inability  to  accept  risk  makes  self-insuring  more  difficult 
than  for  large  firms,  they  are  subject  to  costs  associated  with  regulatory 
requirements  and  premium  taxes.' 

•  Small,  unincorporated  firms  face  higher  tax  rates  for  health  benefits  than 
incorporated  firms  since  they  are  allowed  only  a  26-percent  deduction  for 
health  insurance  expenditures.'  Incorporated  businesses  are  permitted  a 
100-percent  deduction. 

•  Small  firms  have  higher  health  costs  because  they  lack  the  bargaining 
power,  tune,  or  skilled  personnel  to  seek  and  negotiate  suitable,  affordable 
coverage. 

In  addition  to  experiencing  higher  health  costs,  small  employers  generally 
experience  higher  (and  more  unpredictable)  rates  of  increase  In  premiums 
than  large  self-insuring  firms.  Health  costs  In  the  second  and  subsequent 

years  can  be  considerably  higher  than  costs  for  the  first  year.  This  occurs 
because  some  preexisting  condition  exclusions  expire  and  covered 

'TcttamtM.OmcmmoImm  — *trfb— —«dd»Md1— I IfckM Hit— a 
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employees  begin  to  develop  health  conditions  leading  to  higher  costs  and 
higher  premiums.10  Small  employers  therefore  may  And  it  difficult  to 
provide  and  maintain  health  care  coverage. 


Businesses  in  High-Cost 
Markets  Have  More 
Expensive  Plans 


An  employer's  geographic  location  also  has  a  significant  impact  on  its 
health  benefit  costs.  Survey  data  for  1989  show  that  average  group 
expected  claims  costs  vary  widely  by  city."  For  example,  average  claims 
costs  for  group  health  Insurance  benefits  In  Los  Angeles  are  on  par  with 
those  in  Miami  but  are  26  percent  more  than  those  in  New  York  City,  and 
twice  as  high  as  Seattle. 


Cost  variations  across  health  care  markets  are  strongly  influenced  by 
differences  in  personal  income,  the  amount  of  health  care  resources 
available  (hospital  bed  capacity  and  the  number  of  physicians  per  capita), 
and  the  health  status  of  the  population.  In  addition,  local  variations  in 
provider  practice  patterns  and  operating  expenses  can  influence  health 

COfttS. 


Employers  Use 
Various  Strategies  to 
Control  Rising  Costs 


Differences  among  firms  In  financial  condition  and  competitive 
environment  generate  a  variety  of  employer  strategies  to  control  health 
cost  growth  or  to  reduce  overall  health  spending  The  benefit  plan  design, 
over  which  an  employer  has  the  most  control,  is  generally  the  first  factor  a 
firm  will  alter  to  control  rising  costs.  Such  plan  changes  can  include  some 
combination  of  eliminating  or  limiting  family  coverage,  retiree  coverage, 
or  covered  services.  Other  benefit  plan  changes  that  attempt  to  reduce 
costs  include  the  following: 

Cost  shifting.  Employers  shift  more  of  the  costs  of  health  care  to 
employees  by  raising  deductibles,  copayments,  and  employee 
contributions  to  premiums.  Greater  cost  sharing  by  employees  also 

reduces  total  spending  on  covered  services  as  patients  face  higher 
out-of-pocket  costs12  The  effort  by  employers  to  shift  costs  to  the 


■  ire  mMcdOM  on  paymenta  far  charge*  directly  Nktod  to  an 

il)ne»  for  which  the  Insured  received  care  or  treannent  before  enrolling  In  the  health  plan. 

"Milllman  and  Robstaon,  Inc.,  Group  Comprenenaive  Major  Medical  Net  Ctaim  Coat  Relationahlpa  by 
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employee  la  becoming  an  increasingly  contentious  issue  in 
labor-management  disputes." 

encourage  employees  to  choose  plans  that  the  firm  believes  will  have 
lower  costs.  Some  employers,  for  example,  promote  the  use  of  managed 
care  plans  in  which  there  are  incentives  to  use  a  preselected  group  of 
providers  that  charge  discounted  prices.  Some  managed  care  plans,  such 
as  those  that  reimburse  providers  on  a  capitation  basis,  shift  more  of  the 
risk  of  health  care  costs  onto  the  provider. 
Self-insuring.  Larger  firms  can  lower  their  health  expenditures  by 
assuming  the  risks  for  health  care  expenses  of  their  employees  instead  of 
purchasing  health  insurance  through  insurance  companies.  Such 
self-insured  plans  need  not  comply  with  state  laws  that  require  health 
insurance  contracts  to  include  specified  benefits,  comply  with  certain 
anti-discrimination  standards  applicable  to  insured  plans,  pay  state 
insurance  premium  taxes,  or  participate  in  insurance  pools  for  high-risk 
individuals. 

Cutting  back  retiree  benefits.  In  a  growing  trend,  firms  are  reducing  or 
terminating  health  benefits  for  current  and  future  retirees.  Retirees  who 
lose  their  company  health  coverage  often  face  poor  prospects  for 
acquiring  health  coverage  through  another  employer,  and  individual 
insurance  may  be  available  only  at  very  high  rates.14 
Eliminating  coverage.  In  a  recent  national  survey  of  small  employers, 
13  percent  of  the  respondents  indicated  that  they  had  dropped  coverage 
within  the  last  3  years  due  to  the  cost  In  addition,  30  percent  of  small 
firms  were  considering  dropping  health  insurance  benefits." 

Alternatively,  some  firms  may  limit  coverage  for  specific  conditions.  A 
federal  appeals  court  ruling  upheld  the  right  of  a  self-insured  employer  to 
change  its  policies  and  sharply  reduce  coverage  for  employees  whc 
develop  aids.  Under  the  new  benefit  coverage,  the  lifetime  maximum 
payment  for  WDs-related  claims  was  reduced  from  $1  million  to  15,000. 

Firms  unwilling  or  unable  to  alter  the  scope  and  financing  of  the  benefit 
plan  may  consider  other  options  for  containing  health  expenditures, 
including  hiring  lower  health-risk  workers.  For  example,  firms  could 


"Health  benefit!  were  the  leading  strike  Issue  In  1988,  Involving  60  percent  of  work  stoppage*  and 
78  percent  of  striking  workers.  See  Service  Employees  International  Union,  AFVCIO,  CLC,  Labor  and 
Management  On  a  Collision  Course  Over  Health  Care,  February  1980. 

"Medicare  benefits  are  not  available  until  age  66,  and  Medicaid  benefits  cover  only  the  very  poor. 

"J.  Edwards  and  others,  *Small  Business  and  the  National  Health  Care  Reform  Debate,'  Health  Affairs. 
Vol  11  (Spring  1992). 
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replace  older  workers  with  younger  workers,  replace  young  female 
workers  with  young  male  workers,  and  replace  full-time  employees  with 
part-time  or  contingent  workers  who  often  are  not  eligible  for  coverage 

A  result  of  such  cost  reduction  strategies  is  cost  shifting  among  firms.  For 
example,  firms  claim  that  many  of  the  dependents  they  cover  work  for 
other  employers  that  provide  either  minimal  or  no  health  coverage.  In 
addition,  firms  with  relatively  generous  benefits  claim  that  they  are  partly 
financing  the  health  care  for  employees  of  other  firms  who  are  uninsured 
or  underinsured."  This  is  most  often  the  case  in  health  care  markets  with  a 
large  proportion  of  uncompensated  or  undercompensated  care  where 
physicians  and  hospitals  may  pass  these  costs  on  to  employers  through 
higher  charges  which  are  reflected  in  higher  insurance  premiums.  Only 
those  self-insured  firms  that  have  enough  negotiating  power  in  the 
geographic  health  care  market  can  minimize  this  subsidy  by  obtaining 
discounted  fees  with  providers. 


Conclusions  and 
Implications 


Rapidly  increasing  business  outlays  for  group  health  Insurance  are  a 
serious  problem  for  all  firms,  but  some  firms  have  experienced  severe 
hardships  as  their  costs  have  escalated  to  levels  that  threaten  the 
competitiveness  of  the  firm.  Firms  in  declining  industries  with  aging  work 
forces  are  faced  with  health  insurance  premiums  that  exacerbate  their 
competitive  problems.  Such  firms  not  only  have  to  deal  with  the  general 
rise  in  health  care  costs,  but  also  are  hit  by  further  increases  which  reflect 
the  poor  health  experience  of  their  aging  work  force.  Small  firms  are  even 
more  vulnerable  since  poor  health  experiences  of  one  or  two  workers  can 
threaten  their  capacity  to  obtain  affordable  health  insurance  coverage. 

The  demise  of  community  rating  and  segmentation  of  insurance  risk 
groups  is  evident  in  the  significantly  different  health  care  costs 
experienced  by  firms,  much  of  which  is  due  to  factors  largely  beyond  their 
control  in  the  short-term.  Firms  that  have  high-risk  worker  health  profiles, 
more  generous  benefit  plans,  smaller  work  forces,  or  high-cost  locations 
have  higher  health  care  costs  than  their  competitors. 

The  large  variation  in  firm  costs,  as  well  as  the  difficulty  for  some  firms  in 
obtaining  or  retaining  health  coverage,  contributes  to  the  continuing 
erosion  of  employer-provided  health  insurance.  Competition  among 

"Became  »ome  small  firm*  have  responded  to  their  high  health  expenditure*  by  offering  plan*  with 
limited  beneflta  or  dropping  coverage  altogether,  the  health  coata  of  small  firm  employee*  are  financed 
out  of  pocket  or  are  abaorbed  by  health  care  provider*  and  other  inauring  employer*.  In  general,  health 
coata  associated  with  uninsured  or  underinsured  small  firm  employees  are  paaaed  on  to  larger  firm* 
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insurers  in  the  small  business  market  has  encouraged  the  use  of  practices 
that  exclude  some  employees  with  potentially  expensive  health  care 
conditions.  Competition  among  businesses  has  caused  some  to  eliminate 
or  reduce  health  benefits  for  employees,  dependents,  or  retirees.  Rising 
health  costs  have  also  caused  employers  to  attempt  to  shift  more  of  the 
costs  of  care  to  employees  through  higher  premiums,  deductibles,  and 
copayments.  Furthermore,  there  is  concern  that  the  desire  to  lower  health 
costs  may  cause  some  employers  to  avoid  hiring  or  retaining  workers  who 
have  potentially  high  health  costs. 

As  the  Congress  considers  several  types  of  health  care  reform  proposals, 
the  substantial  variation  in  health  care  costs  becomes  a  major  area  of 
contention.  Reducing  health  insurance  costs  for  higher  cost  firms  requires 
that  higher  costs  be  borne  by  those  firms  that  have  benefited  from  the 
competitive  market  with  lower  premiums.  In  a  system  where  there  is  not 
universal  access,  it  raises  the  issue  that  some  of  these  firms  may  cancel  or 
cut  back  coverage  in  response  to  higher  premiums.  Unless  universal 
access  is  a  component  of  health  care  reform,  it  is  not  clear  that  reforms 
designed  to  help  those  firms  with  particularly  high  health  care  costs  will 
generate  any  real  improvement  in  access  to  care. 


As  agreed  with  your  office,  unless  you  publicly  announce  its  contents 
earlier,  we  plan  no  further  distribution  of  this  report  until  30  days  after  its 
issue  date.  At  that  time  we  will  send  copies  to  interested  congressional 
committees  and  will  make  copies  available  to  others  upon  request  Please 
contact  meon512-7119if  you  or  your  staff  have  any  questions.  Other 
major  contributors  are  listed  in  appendix  vm. 

Sincerely  yours, 


^Ly^^L^ 


Mark  V.  Nadel 

Associate  Director,  Health  Financing 
and  Policy  Issues 
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Appendix  I .  

Role  of  Business  in  Providing  Health 
Insurance 


Most  Americans  obtain  health  insurance  through  an  employer-sponsored 
plan.  In  1990,  70  percent  of  the  population  under  66  years  of  age  had 
employment-based  health  coverage.  As  health  care  costs  continued  to  rise, 
business  health  spending  grew  from  3.6  percent  of  workers'  wages  and 
salaries  in  1970  to  8.6  percent  in  1990.  Health  insurance,  which  has 
traditionally  been  considered  a  fringe  benefit,  now  represents  a  sizable 
and  rapidly  growing  component  of  business  labor  costs. 

Despite  the  concerns  within  the  business  community  about  the  escalation 
of  health  care  costs,  employers  pay  less  than  a  third  of  all  personal  health 
expenditures  in  the  United  States,  about  the  same  share  they  paid  in  1970. 
This  underscores  the  real  problem:  the  rapid  growth  in  health  care  costs  is 
having  an  equally  devastating  effect  on  business,  households,  and 
government 


C  rr»wrh  in  T  T  Q   Hoalrh        1*e  liain8  "^  oi  health  cale  is  a  major  concern  for  business.  Health 
UrOWUl  Ul  U  .O.  nedlUl        expenditures  in  the  United  States  are  the  highest  in  the  world,  both  per 
Care  CoStS  Unabated  person  and  as  a  share  of  gross  domestic  product  Since  the  early  1980s,  the 

rate  of  medical  care  inflation  has  averaged  7.6  percent  per  year,  nearly 

twice  the  general  inflation  rate  (see  fig.  LI). 
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Characteristics  of  the  market  for  health  services  are  important 

determinants  of  the  rising  cost  of  care. 'These  Include: 

Wages  have  increased  more  rapidly  in  the  health  sector  than  in  the  rest  of 
the  economy.  For  example,  physicians'  net  incomes  grew  at  an  average 
annual  rate  of  7  percent  between  1981  and  1989,  far  faster  than  the  average 
growth  in  wages.  Also,  productivity  has  increased  more  slowly  in  the 
health  care  sector  than  elsewhere. 

Rapid  advances  in  medical  technology,  which  often  provide  better  care  for 
patients,  can  be  very  costly.  New  procedures  and  health  services 
proliferate  across  hospitals  and  outside  of  hospitals.  Where  excess 
capacity  is  created,  the  unnecessary  use  of  these  technologies  can  result 
Public  and  private  health  insurance  insulates  consumers  from  the  full  cost 
of  services.  The  expansion  of  third-party  insurance  over  die  past  decade 


>V&  General  Accounting  Office,  tUJMtkCam 
Propoaab  for  Reform  (GAQ/HBIMH-102,  June  10, 1 


Trend*,  ContrtouUm  Factor*,  pad 
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has  made  it  possible  for  consumers  to  buy  more  and  better  services  while 
paying  a  smaller  share  of  the  costs. 


Employers  Finance 
Less  Than  One-Third 
of  All  Personal  Health 
Care 


The  financing  of  personal  health  care  in  the  United  States  is  shared 
relatively  equally  by  the  major  payer  groups.  The  Health  Care  Financing 
Administration  (hcfa)  estimates  that,  in  1990,  employers  financed  about  30 
percent  of  all  personal  health  care  expenditures,2  36  percent  was  paid  by 
households,9  and  government  programs  financed  34  percent**  During  the 
1980s,  the  share  of  health  spending  accounted  for  by  each  group  has 
remained  nearly  constant  As  health  care  expenditures  have  grown  over 
the  last  10  years,  each  of  the  payer  groups  has  experienced  similar 
increases.  As  shown  in  figure  1.2,  except  for  a  small  shift  of  expenditures 
from  households  to  businesses  and  government,  payers'  shares  have 
remained  relatively  unchanged  during  this  period. 


•Since  employers'  payments  are  passed  through  in  the  form  of  lower  wages,  lower  return  on 
investment,  or  higher  prices,  Individuals  are  the  ultimate  payers. 

individual  expenditures  include  premiums,  coinsurance  and  deductibles,  out-of-pocket  payments  for 
uncovered  services,  and  Medicare  taxes. 

'However,  since  businesses  and  individuals  pay  earmarked  funds  into  government-sponsored  health 
programs,  the  HCFA  data  understate  the  role  of  public  payers  in  health  financing. 

'A  portion  of  these  expenditures  are  to  some  extent  tax  deductible  for  employers  and  for  individuala. 
Current  tax  law  allows  employers  to  deduct  their  contributions  to  health  insurance  for  employees  ss  s 
cost  of  doing  business  (100  percent  deduction  for  Incorporated  businesses  and  26  percent  for 
unincorporated  businesses  and  self-employed  individuals),  and  employees  are  not  required  to  declare 
thus  benefit  as  taxable  income.  In  1961,  this  exclusion  saved  individuala  and  businesses  an  estimated 
*S6  to  »68  billion  in  federal,  state,  and  local  taxes,  or  about  8  percent  of  total  personal  hearth  spending. 
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Figure  1.2:  Distribution  of  Personal 
Health  Expenditure*  by  Payer  (1980, 
1990) 


Dollars  In  Billions 


|  Business 

~~]  Households 
Wm  Government 
Source:  Health  Care  Financing  Administration 


Employer-Provided 
Health  Plan  Costs 
Rising  Rapidly 


Health  spending  by  business  escalated  at  more  than  twice  the  general 
inflation  rate  during  the  late  1980s.  From  1987  to  1990,  total  employer 
expenditures  for  health  care  have  been  increasing  at  an  average  rate  of 
12  percent  compared  to  5  percent  for  general  inflation. 

Business  expenditures  for  health  care  have  been  the  most  rapidly  growing 
component  of  employee  compensation.  As  a  percentage  of  total  employee 
wages  and  salaries,  employer  health  care  costs  have  increased  from  5.8 
percent  in  1980  to  8.5  percent  in  1990.  Over  the  same  period,  real  wages 
have  declined  slightly.  The  growth  in  health  care  costs  represents  a 
substitution  of  employee  health  benefits  for  cash  wages. 

The  largest  category  of  health  expenditures  for  business  is  spending  for 
employee  health  insurance.  In  1990,  this  component  comprised 
three-fourths  of  employer  health  spending,  or  $139  billion.  (The  bulk  of 
employee  health  insurance  premium  costs  was  borne  by  the  employer.) 


OAuVHRD-M-lW  Employer-Based  HesJtk  Insurance 


169 


Bole  of  Bests***  U  Providing  Ht.lt* 


The  remaining  business  health  expenditures  are  contributions  to  employee 
Medicare  hospital  insurance  trust  fund  premiums,  payments  for  the 
medical  portion  of  workers'  compensation  and  temporary  disability 
insurance,  and  expenditures  for  company  on-site  health  clinics.  (See 
fig.  1.3.) 


Figure  1.3:  Component*  of  Business 
Health  Expenditure*  (1990) 


1% 

On-sHe  health  clinics 


MeoJcare  contributions 


8% 

Workers'  compensation 


Health  insurance  premiums 


Source:  Hsslti  Car*  Financing  Administration. 


Health  plan  costs  borne  by  employers  and  employees  have  been  rising 
significantly  over  the  past  4  years.  A  survey  of  medium  and  large  firms 
found  an  average  annual  increase  of  16  percent  in  the  cost  of  health 
benefits.'  As  shown  in  figure  1.4,  average  business  health  care  costs  rose 
from  about  $2,000  per  covered  employee  in  1987  to  about  $3,600  in  1991. 


•A.  Foster  Hlgglns  st  Co.,  Inc.,  Health  Care  Benefits  Survey:  Indemnity  Plane:  Cot,  Design,  and 
Funding,  1992.  (Medium  and  large  firms  have  100  employees  or  more) 
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Figure  1.4:  Average  Health  Care  Coate 

(1987-91) 


•000      Dollar*  par  Covered  Employs* 


— — w 

- — k. 


Working  Uninsured 
Generate  Higher 
Costs  for  Those  With 
Coverage 


Note:  Represents  combined  employer  and  employee  cost  tor  medical,  dental,  prescription  drug, 
vls!orVh«aring  benefits,  and  administration  (excluding  workers'  compensation)  tor  active  employees, 
retirees,  and  dependents. 

Source:  A  Foster  Hlgglns  &  Co.,  Inc. 

Businesses  that  provide  health  insurance  are  concerned  about  the  transfer 
of  costs  from  one  employer  to  another.7  They  claim  that  many  of  the 
dependents  they  cover  work  for  other  employers  that  provide  either  less 
generous  or  no  health  coverage.  In  addition,  they  claim  that  they  are  partly 
financing  the  cost  of  care  provided  to  workers  of  other  employers  that 
provide  minimal  coverage  or  no  coverage  at  all. 

Almost  half  of  the  uninsured  in  1990  worked  either  full-  or  part-time,  and 
almost  another  third  of  the  uninsured  were  nonworking  dependents  of 
full-  or  part-time  employees.  The  working  uninsured  include  employees  in 
firms  that  do  not  offer  insurance  coverage  and  contingent  (temporary, 
part-time,  self-employed,  and  contract)  workers  in  firms  that  restrict 
coverage  to  permanent,  full-time  employees.  Furthermore,  some  workers, 
particularly  lower  income  employees  in  firms  that  do  not  pay  the  full  costs 
of  health  coverage,  elect  not  to  participate  in  the  plan  because  of  cost  In 


Lewin/ICF),  December  1981. 
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addition,  some  workers  axe  ineligible  for  coverage  due  to  their  perceived 
health  risk. 

Employers  also  claim  that  they  often  subsidize  health  care  financed 
through  public  programs.  A  recent  study  estimated  that  the  average  total 
loss  per  hospital  from  Medicaid,  Medicare,  and  other  government 
programs  was  $1.8  million  in  1989.  It  found  that  half  of  all  hospitals  were 
able  to  completely  subsidize  their  losses  and  half  were  not  Hospitals  that 
covered  all  of  their  losses  did  so  by  setting  prices  that  generated  higher 
profits  on  private  patients  than  other  hospitals;  they  did  not  cover  their 
losses  by  having  a  larger  share  of  private  patients.' 

In  health  care  markets  with  a  large  proportion  of  uncompensated  or 
undercompensated  care,  some  providers  pass  these  costs  on  to  employers 
through  third-party  payment  systems.  Only  those  self-insured  firms  that 
have  enough  negotiating  power  in  geographic  health  care  markets  can 
minimize  this  subsidy  by  obtaining  discounted  fees  with  providers. 


could  be  argued  Urn  government  prograra  tn  r  '   ' 
l«r»e  employer*  md  prlv«*  liwurera  ire  ovcrpo 
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Health  Plan  Costs  and  Coverage  Vary  by 
Industry 


Although  average  firm  health  costs  have  been  experiencing  double  digit 
increases,  the  costs  faced  by  individual  firms  vary  widely.  In  1901,  annual 
contributions  made  by  employers  and  employees  ranged  from  less  than 
1 1,500  per  employee  for  some  firms  to  above  $5,000  for  others.  This 
variation  reflects  the  growing  trend  toward  premiums  based  on  the  actual 
or  expected  claims  experience  of  the  firm.  The  major  underlying  factors 
that  influence  the  cost  of  health  insurance  for  firms  include 

the  demographic  characteristics  of  the  work  force,  such  as  age, 

occupation,  and  income, 

the  design  of  the  health  plan,  in  terms  of  the  financing  and  scope  of 

benefits,  and 

the  characteristics  of  the  firm,  in  terms  of  size  and  location. 

The  interaction  of  all  of  these  variables  determines  total  health  care  costs 
for  firms  in  particular  industries.  This  appendix  focuses  on  the  extent  of 
variation  in  insurance  cost  and  coverage  by  type  of  business.  Appendixes 
1 II  through  VI  examine  each  of  the  factors  that  contribute  to  this 
difference. 

In  this  report,  we  primarily  compare  the  manufacturing  industry  to  the 
wholesale/retail  trade  industry  to  illustrate  how  employee,  plan,  and  firm 
characteristics  affect  health  care  costs.  We  selected  these  two  industries 
because  they  accounted  for  about  40  percent  of  U.S.  nonfarm  employment 
in  1990,  include  firms  of  various  sizes,  and  are  widely  distributed 
throughout  the  country.  These  industries  also  reflect  differences  in 
employee  status,  with  95  percent  of  manufacturing  workers  employed 
full-time  compared  to  70  percent  of  wholesale/retail  trade  employees. 
In  addition,  these  industries  illustrate  disparities  in  health  insurance 
coverage:  76  percent  of  manufacturing  employees  have  health  coverage, 
while  only  44  percent  of  wholesale/retail  trade  employees  are  covered.1 


Health  Plan  Costs 
Vary  by  Industry 


The  cost  burden  of  health  insurance  differs  widely  across  industries.  For 
example,  in  a  1991  survey  of  medium  and  large  firms,  the  average 
combined  health  care  costs  per  covered  worker  for  employers  and 
employees  in  wholesale/retail  trade  were  about  three-fourths  of  those  in 
manufacturing  and  about  two-thirds  of  those  experienced  by  utilities  (see 
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fig.  HI).  Another  survey,  which  also  included  smaller  firms,  evidenced 
even  more  variation  across  industries.3  Considering  employer 
contributions  only,  it  found  that  spending  for  health  care  in 
wholesale/retail  trade  was  only  about  two-fifths  as  much  as  in 
manufacturing  and  utilities  in  1990  (see  fig.  0.2). 


Figure  11.1 :  Average  Haalth  Care  Cost* 

for  Selected  mduatriae  (1991) 


WOO      Doaere  par  Cwifld  Employ** 


5-         I ■ 

a. 


r 


//// 


Note*:  Represents  combined  employer  and  employee  cost  for  medical,  dental,  prescription  drug, 
vision/hearing  benefits,  and  administration  (excluding  worker*'  compensation)  for  active  employees, 
retirees,  and  dependents. 

Source:  A.  Foster  Hlgglns  &  Co.,  Inc. 


'A.  Foster  Hiarins  A  Co „  Inc.,  Health  Care  Benefit*  Survey  Indemnity  Plana:  Coat,  Design,  and 
Funding,  1962. 

•U.S.  Chamber  Research  Center,  Employee  Benefits:  Survey  Data  from  Benefit  Year  1990, 1991. 
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Figure  11.2:  Employer  Share  of 
HMlth  Care  Coeta  for  Selected 

Industrial  (1990) 


Note:  Medfcal  and  medically  related  benefit  payments,  Including  active  and  retiree  health  Insurance. 
short-term  and  long-term  disability  Insurance,  dental,  vWon,  and  o 

Source:  U.S.  Chamber  Research  Center. 


In  addition  to  manufacturing,  other  high-cost  industries  include  utilities, 
communications,  mining/construction,  and  energy/petroleum.  In  addition 
to  wholesale/retail  trade,  other  low-cost  businesses  include  health 
services,  financial  services,  and  technical/professional  firms. 

This  cost  variation  is  also  evident  when  measuring  plan  costs  against  other 
forms  of  compensation.  As  a  share  of  payroll,  health  benefit  costs  for 
medium  and  large  firms  averaged  10.8  percent  in  1989.4  However,  health 
plan  costs  were  at  least  20  percent  of  payroll  in  over  one-quarter  of 
consumer  products  firms  surveyed  and  less  than  5  percent  of  payroll  for 
one-quarter  of  firms  in  technical/professional  services. 


'A.  Foster  Higgins  4  Co.,  Inc..  Health  Cere  Benefits  Survey,  1981. 
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Costs  Can  Vary  Within  an 
Industry 


In  addition  to  variation  across  industries,  health  care  costs  also  vary 
significantly  for  firms  within  an  industry.  (See  fig.  n.3.)  In  1991,  health  plan 
costs  in  wholesale/retail  trade  averaged  $2,891  per  employee.  However, 
21  percent  of  trade  firms  had  costs  of  less  than  (2,000  per  employee,  while 
3  percent  had  costs  of  $5,000  or  more.  This  disparity  exists  for 
manufacturing  firms  as  well  but  reflects  the  higher  costs  paid  by  these 
firms.  For  these  businesses,  5  percent  of  firms  had  health  benefit  costs  of 
less  than  $2,000  per  employee,  while  16  percent  had  costs  of  $6,000  or 
more. 


Figure  11.3:  Variation  In  Average  Health 
Care  Coata  In  Manufacturing  and 
Wholesale/Retail  Trade  (1991) 


Cott  par  Covered  Employ** 

|   Whoiesala/Retail  Trade 
^|   Manufacturing 

Note:  Represents  combined  employer  and  employee  cost  lor  medical,  dental,  prescription  drug. 
vision/hearing  benefits  and  administration  (excluding  workers'  compensation)  for  active 
employees,  retirees,  and  dependents. 

Source:  A.  Foster  Higgins  &  Co..  Inc. 
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Employers'  Decision 
to  Offer  Health 
Insurance 


A  firm's  decision  to  offer  health  insurance  to  its  employees  is  strongly 
influenced  by  its  financial  condition  and  the  competitive  environment  in 
which  it  operates.  Firms  in  industries  or  regions  where  employer-provided 
health  insurance  is  the  norm  will  generally  find  it  necessary  to  offer  similar 
coverage  in  order  to  attract  and  retain  a  high-quality,  stable  work  force. 

Survey  data  indicate  the  general  characteristics  of  firms  that  provide 
employee  health  coverage.6  Those  with  the  greatest  likelihood  of  offering 
health  plans  to  their  workers  have  25  employees  or  more,  are  in 
goods-producing  industries,  or  are  located  in  the  Northeast  In  addition, 
firms  that  offer  benefits  often  employ  a  higher  proportion  of  full-time 
employees  or  high-wage  workers,  have  less  employee  turnover,  or,  if  they 
have  fewer  than  10  employees,  are  incorporated.*  For  example,  employers 
in  the  manufacturing  industry  tend  to  have  a  high  percentage  of  workers 
covered,  whereas  employers  in  the  wholesale/retail  trade  sector  have  a 
low  rate  of  coverage.7  Figure  IL4  compares  the  percentage  of  workers 
covered  by  their  employer's  health  plan  for  six  industry  groups. 


'Health  Insurance  Association  of  America,  Critical  Distinctions:  How  Firms  That  Offer  Health  Benefits 
Differ  From  Those  That  Do  Not,  1991. 

■Corporate  structure  may  be  a  factor  in  an  employer's  decision  due  to  the  tax  deductibility  of  health 
benefits — 26  percent  for  small  unincorporated  firms  compared  to  100  percent  for  incorporated  firms. 


'Shells  R.  ladkmW,  Urban  Institute  Report  91-a 
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Figure  11.4:  Rat*  of  Health  Ineurence  a^B^B^HHaMaMal 

Coverage  In  Saluted  Induetilea  (1988)         »„,,*,,  workemCoDeced 
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Appendix  m 


Differences  in  the  Cost  of  Health  Plans  by 
Characteristics  of  the  Work  Force 


The  demographic  characteristics  of  an  employer's  work  force  strongly 
influence  the  cost  of  health  insurance.  For  large  firms  insurers  generally 
base  premium  rates  on  the  employee  groups'  claims  experience,  as  well  as 
projected  increases  in  overall  health  care  costs  and  utilization. 
Increasingly,  for  most  small  firms,  insurance  companies  are  placing  the 
groups  they  cover  in  different  categories  and  charging  each  group  a 
different  rate  based  on  such  risk  factors  as  age,  sex,  income,  health  status, 
and  occupation  of  the  employees.  For  example,  in  firms  with  larger 
numbers  of  older  workers,  the  premiums  reflect  the  higher  costs 
associated  with  more  frequent  and  more  intensive  use  of  health  care 
services.  Costs  are  generally  lowest  for  firms  with  predominantly  young, 
low-income,  healthy  men  in  low-risk  occupations. 


Underwriting 
Practices 

Disadvantage  Some 
Firms  and  Workers 


Many  insurers  have  moved  away  from  community  rating  (basing  the 
premium  on  the  average  cost  of  the  anticipated  health  care  used  by  all 
subscribers  in  a  particular  geographic  area,  industry,  or  other  broad 
grouping)  to  retain  the  business  of  groups  that  want  premiums  that  reflect 
their  lower  medical  costs.  To  remain  competitive,  insurers  are  selling 
policies  at  lower  rates  to  groups  that  are  predominantly  healthy  and  at 
high  rates  to  those  that  are  likely  to  experience  high  claims. 
Predominantly  healthy  groups  can  look  for  the  lowest  rates,  causing 
insurers  to  compete  to  attract  and  retain  their  business.  Less  healthy 
groups,  however,  have  difficulty  shopping  around  because  most  insurers, 
if  they  do  not  exclude  them  from  coverage,  will  charge  higher  premiums 
that  reflect  their  potentially  high  claims  costs.  As  employees  move  from 
one  employer  or  one  insurance  company  to  another,  prior  illnesses  are 
considered  preexisting  conditions.  Many  insurance  companies  decline  to 
cover  preexisting  conditions,  leaving  some  new  employees  without 
coverage  for  their  most  serious  health  problems. 

Current  indemnity  insurance  practices  may  create  incentives  for 
employers  to  hire  workers  who  are  least  likely  to  incur  large  medical 
expenses,  such  as  younger  people.  Some  insurers  may  also  be  inclined  to 
exclude  high-risk  members  of  the  group  or  limit  or  exclude  coverage  for 
certain  medical  conditions.  Under  the  Employee  Retirement  Income 
Security  Act,  self-insured  employers  are  not  prohibited  from  modifying 
benefit  plans  to  reduce  or  eliminate  coverage  for  particular  illnesses.  A 
recent  federal  court  ruling  upheld  the  right  of  a  self-insured  employer  to 
change  its  policies  and  reduce  coverage  for  employees  who  develop  aids. 
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Older  Workers  and 
Younger  Women  Have 
Higher  Costs 


Health  insurance  costs  for  firms  with  older  people  tend  to  be  higher  than 
for  those  firms  with  younger  persons.  Since  both  the  frequency  of  claims 
and  the  severity  of  illness  increase  with  age,  younger  individuals  are  less 
of  a  health  risk  than  older  individuals.  This  is  particularly  true  among  men. 
Men  over  age  60  have  risk  factors  five  times  that  of  men  under  25  years  of 


Sex  also  makes  a  difference  in  expected  claims  costs  early  in  working  life. 
The  potential  for  pregnancy  and  maternity  care  and  higher  utilization 
increase  claims  costs  for  women  as  much  as  60  percent  above  costs  for 
men  of  a  comparable  age.  Men  and  women  are  not  considered  the  same 
health  risk  until  they  reach  their  late  fifties.  Table  III  1  presents  an 
example  of  age  and  sex  adjustment  factors  used  by  insurance  underwriters 
to  calculate  premiums  for  specific  groups. 


Table  IM.1:  Age  and  Sax  Adjuatmant 
Feclort  Uaad  by  Commercial  Insurer* 


Aga 

Mala 

Feme* 

<24 

0.50 

0.75 

24-30 

0.55 

0.80 

30-34 

0.55 

0.90 

35-39 

0.65 

1.05 

40-44 

0.80 

1.10 

45-49 

1.05 

1.15 

50-54 

1.30 

1.40 

55-59 

1.55 

1.55 

60-64 

2.00 

2.00 

>64 

2.50 

2.50 

Source:  Congressional  Research  Service  and  HayMiggint.  Inc..  1966. 

The  effect  that  employee  age  distribution  can  have  on  firm  health  costs 
can  also  be  seen  by  comparing  different  industries.  Figure  mi  shows  the 
age  distribution  of  active  workers  in  manufacturing,  a  high  health-cost 
sector,  and  wholesale/retail  trade,  a  relatively  low  health-cost  sector.  In  60 
percent  of  manufacturing  firms,  workers  are  age  40  or  older,  while  in  only 
22  percent  of  trade  firms,  workers  are  age  40  or  older. 


r*a»*l 
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Figure  111.1 :  Ag*  Distribution*  of  Actlv* 
Employ***  In  Manufacturing  and 
whotaaala/Ratail  Trad*  (1991) 


|  WkataaWRaM  Trade 

H   Manufacturing 
Note:  Percent*  do  not  add  to  100  due  to  rounding. 
Source:  A.  rosier  Hlgglns  &  Co..  Inc. 


Since  insurers  perceive  individuals  aver  60  years  of  age  to  be  high  health 
risks,  firms  that  cover  a  large  number  of  retirees  younger  than  age  66  are 
also  likely  to  face  high  health  plan  costs.  (See  app.  IV.)  In  addition,  the  age 
distribution  among  the  firm's  retirees  influences  employer  costs.  The  cost 
of  f ee-f or-service  coverage  for  retirees  younger  than  age  66  is  more  than 
twice  that  of  Medicare-eligible  retirees  who  are  66  and  over. 


Variation  by  Type  of 
Business  Reflects 
Perceived  Risks 


In  determining  health  plan  costs,  commercial  insurers  consider  the 

environmental  working  conditions  in  different  types  of  industries.  Insurers 
have  developed  occupational  adjustment  factors  that  reflect  the 
anticipated  risk  of  a  group  of  workers  in  a  particular  line  of  business.  For 
example,  industries  that  are  perceived  to  have  less  healthy  work 
environments,  such  as  mining,  railroads,  and  manufacturing,  have  high 
adjustment  factors. 
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In  addition,  some  employee  groups  are  assigned  high  adjustment  factors 
because  they  represent  a  higher  perceived  risk  to  the  insurer  for  reasons 
other  than  environmental  conditions.  Such  groups  include  health  services 
or  legal  services  professions,  where  utilization  of  health  care  is  above 
average  or  individuals  are  more  prone  to  pursue  litigation.  Other 
professions  that  generally  have  highly  educated  individuals,  such  as 
engineering  and  accounting,  have  larger  adjustment  factors  because 
underwriters  believe  these  individuals  are  more  frequent  users  of  health 
care. 

Table  III  .2  illustrates  the  adjustment  factors  for  various  types  of  firms. 
These  actuarial  estimates  of  the  differences  in  health  costs  are  due  to  type 
of  business  alone,  and  do  not  account  for  other  factors  that  affect  business 
health  plan  expenses. 


Tabto  111.2:  Typ*  of  Bu*in*«* 
Acquitment  Factor*  UMd  by 

Commercial  Insurer* 


Higher  Income 
Workers  Are  More 
Expensive  to  Insure 


Typ*  of  butln**t 

Factor 

Legal  services 

1.20 

Health  services 

1.15 

Educational  services 

1.15 

Engineering  &  accounting 

1.15 

Transportation  &  utilities 

0.95-1.15 

Mining 

1.10 

Social  services 

1.10 

Government 

1.10 

Construction 

1.05 

Manufacturing 

1.00-1.05 

Financial  services 

0.95 

Wholesale  &  retail  trade 

0.95 

Agriculture 

0.95 

All  others 

0.95 

Source:  Congressional  Research  Service  and  Hay/Huggins  Company.  Inc..  1988. 

Underwriters  also  consider  family  income  to  be  an  indicator  of  the 
expected  frequency  and  cost  of  health  services.  In  general,  insurance 
companies  believe  that  lower  income  workers  are  less  healthy  than  higher 
income  workers.  However,  lower  income  people  still  spend  less  on  health 
care  than  higher  income  workers  because  (1)  generally,  lower  income 
people  are  less  knowledgeable  about  the  availability  of  health  services, 
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(2)  deductibles  and  coinsurance  are  stronger  deterrents  to  the  use  of 
services  by  lower  income  people,  and  (3)  lower  income  people  tend  to  use 
lower  cost  providers.  Thus,  insurers  charge  less  for  lower  income  workers 
and  charge  more  for  higher  income  workers.  Table  IH..3  Illustrates  the 
health  plan  cost  adjustments  made  for  family  income. 


Tabic  111.3:  Income  Ad|uatmsnt  Factors 
Uaad  by  Commercial  Insurer*. 


Incoma 

Factor 

Under  $17,500 

0.90 

$17,500-22,999 

0.95 

$23,000-34,999 

1.00 

$35,000-45,999 

1.05 

$46,000-58,000 

1.10 

Over  $58,000 

1.15 

Source:  Congressional  Research  Service  and  Hay/Hugoina  Company.  Inc.,  1991 . 
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Appendix  IV 


Differences  in  the  Cost  of  Health  Plans  by 
the  Benefit  Plan  Design 


The  design  of  health  benefit  plans  contributes  significantly  to  the 
differences  in  business  health  expenditures.  The  share  of  premiums  paid 
by  the  employer,  the  range  of  health  services  and  providers  included  in  the 
plan,  and  the  degree  of  dependent  and  retiree  participation  are  major 
factors  in  defining  an  employer's  insurance  burden.  For  example,  health 
care  costs  experienced  by  employers  differ  sharply  for  a  firm  that  offers  a 
single  "bare  bones"  plan  with  no  employer  contribution  to  the  premium 
and  one  that  completely  finances  a  wide  range  of  benefits  and  plan 
choices. 

The  financing  arrangement,  scope  of  benefits,  and  extent  of  coverage 
offered  by  firms  are  factors  over  which  employers  have  the  most  control. 
(However,  employers  differ  in  their  ability  to  change  their  benefit  plans.) 
As  the  costs  of  health  plans  rise,  some  employers  have  undertaken 
benefits  management  activities  to  reduce  their  burden.  These  include 
shifting  more  of  the  cost  to  the  employee,  enrolling  workers  in  managed 
care  plans,  and  limiting  family  and  retiree  coverage. 


Plans  With  Little  Cost 
Sharing  Cost  Firms 
More 


One  of  the  key  sources  of  difference  in  firm  health  expenditures  is  the 
amount  of  variation  in  employee  cost  sharing  required  by  employers. 
There  are  firms  that,  for  a  number  of  reasons,  require  little  or  no  employee 
contribution  to  premiums,  deductibles,  or  copayments,  and  therefore 
experience  higher  health  care  costs.  Such  employers  may  choose  to 
minimize  the  proportion  of  cost  sharing  because  they  have  contractual 
agreements,  substitute  health  benefit  expenditures  for  wages,  have  a 
history  of  providing  cost-free  benefits,  or  want  to  encourage  employees  to 
participate  in  the  health  plan  to  increase  the  size  of  the  group. 

Many  other  firms,  however,  require  some  contributions  from  employees  to 
help  cover  premium  costs.  In  addition,  most  employer-sponsored  plans 
require  deductibles  and  copayments,  which  are  designed  to  moderate 
utilization.  On  average,  for  medium  and  large  firms,  employee 
contributions  to  premiums  range  between  10  to  25  percent  of  total 
premium  cost  The  average  deductible  is  about  $200  for  individual 
coverage  and  over  $400  for  family  coverage.  Copayment  rates  of  80 
percent  insurer-financed  and  20  percent  employee-financed  are  most 
prevalent  Recent  trends  indicate  that  more  employers  are  requiring  their 
employees  to  contribute  to  the  cost  of  their  health  insurance  premiums, 
and  these  contribution  amounts  are  increasing.  In  addition,  employee 
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deductible  levels  have  been  steadily  increasing,  as  have  the  number  of 
employers  requiring  employee  copayments.1 

Differences  in  cost-sharing  provisions  are  apparent  by  industry.  In  a  recent 
survey  of  medium  and  large  firms,2  a  greater  proportion  of  manufacturing 
firms  required  no  contributions  from  their  employees  for  single  and  family 
coverage  than  firms  in  wholesale/retail  trade  (fig.  IV.  I).3  In  addition,  of 
firms  requiring  employee  contributions,  manufacturing  firms,  on  average, 
required  employees  to  pay  17  percent  of  the  premium  for  single 
fee-for-service  coverage  and  20  percent  for  family  coverage.  In  contrast, 
wholesale/retail  firms  required  employees  to  pay  24  percent  of  the 
premium  for  single  coverage  and  30  percent  for  family  coverage. 
Furthermore,  manufacturing  firms  have  lower  employee  deductibles  and 
lower  employee  coinsurance  requirements  than  wholesale/retail  trade 
firms. 


■However,  Increases  In  employee  deductibles  have  not  been  keeping  pace  with  the  growth  In  health 

'A.  Foster  Hiaflna  A  Co.,  Inc.,  Health  Care  Benefits  Survey.  Indemnity  Plana:  Co*,  Design,  and 
Funding.  1992. 

•Our  anatysla  of  1990  A.  Foster  Higglns  data  (bund  that,  on  average,  manufacturing  employe™  finance 
88  percent  of  their  employees'  indemnity  plan  coverage  (both  Individual  and  family),  compared  to  76 
percent  for  wholesale/retail  trade  employers. 
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Figure  IV.1 :  Employee  Contribution  for 
Family  Indemnity  Coverage  In 
Manufacturing  and  Wholesale/Retail 
Trad*  (1991) 


Plans  Offering  Wide 
Range  of  Health 
Services  and 
Providers  Have 
Higher  Costs 


^J  Whoteaete/Retai  Trade 

|    Manufacturing 
Sourca:  A.  Foster  Mggins  &  Co-  lnc' 


Firms  with  plans  that  offer  a  wider  range  of  health  benefits  and  choice  of 
providers  will  have  higher  costs  than  firms  with  more  limited  plans.  An 
example  of  a  plan  with  scaled-down  policies  is  one  that  was  marketed  to 
small  Virginia  businesses  by  Blue  Cross  and  Blue  Shield.  The  plan  placed 
limits  on  the  number  of  doctor  visits  and  hospital  days,  disallowed  mental 
health  benefits,  and  set  a  ceiling  of  $60,000  annual  per  person  claims 
coverage.  Some  of  these  plans  were  priced  as  low  as  $800  for  individual 
and  (1,800  for  family  coverage  annually. 

On  the  other  hand,  firms  that  offer  additional  benefits  will  experience 
higher  costs.  Extended  benefits  may  include  physical  exams,  well-baby 
care,  general  dental  care,  vision  care,  mental  health  treatment,  substance 
abuse  treatment,  home  health  care,  prescription  drugs,  and  orthodontia. 
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Hie  costs  of  these  services  can  add  substantially  to  a  firm's  total  health 
bill  For  example,  in  a  survey  of  medium  and  large  firms,  the  annual  cost 
for  providing  dental  coverage  was  $359  per  employee.4 


Employers  That  Offer 
Multiple  Benefit  Plans  May 
Have  Higher  Costs 


Firms  that  offer  multiple  benefit  plans  through  separate  insurance  carriers 
or  provider  networks  may  actually  increase  their  health  costs.  This 
increase  can  occur  through  three  separate  mechanisms.  First,  by  dividing  a 
large  employee  pool  into  several  smaller  pools,  firms  may  face  higher 
administrative  costs  because  there  is  a  smaller  number  over  which  to 
spread  an  insurance  carrier's  administrative  expense.  Second,  by 
decreasing  the  size  of  the  employee  group,  firms  reduce  their  capacity  to 
spread  risk.  Finally,  by  offering  employees  a  choice  in  coverage,  the  total 
employee  pool  may  become  stratified  as  the  less  healthy  opt  for  plans  that 
do  not  restrict  choice  extensively  while  the  more  healthy  opt  for  plans  that 
are  cheaper  and  that  offer  services  that  are  more  tailored  to  their  needs 
(like  physical  exams,  vision  care,  dental  care,  etc.). 


Offering  Coverage  to 
Dependents  and 
Retirees  May  Increase 
Employer  Costs 


The  number  of  dependents  and  retirees  covered  by  an  employer- 
sponsored  plan  contributes  to  the  large  variation  in  business  health  care 
costs.  Firms  with  a  high  proportion  of  retired  employees  covered  and  a 
large  share  of  workers  with  family  coverage  face  higher  health  care  costs 
than  other  firms. 


Firms  With  More 
Dependent  Coverage  May 
Experience  Higher  Costs 


The  proportion  of  employees  that  select  dependent  coverage  is  important 
because  employer  costs  for  family  coverage  are  about  140  percent  higher 
than  for  individual  coverage.6  Both  the  decision  to  offer  and  the  decision  to 
elect  dependent  coverage  vary  across  firms.  Firms  that  have  a  large  share 
of  married  or  older  employees  and  offer  generous  benefit  packages  (in 
terms  of  scope  and  financing)  are  more  likely  to  have  a  high  percentage  of 
dependent  coverage. 

The  importance  of  this  factor  is  evident  in  comparing  manufacturing,  a 
relatively  high  health-cost  industry,  to  wholesale/retail  trade,  a  relatively 
low  health-cost  sector.  As  shown  in  figure  TV.2,  manufacturers  have  a 
much  larger  share  of  employees  that  elect  dependent  coverage  than  do 
wholesale/retail  trade  employers.  In  a  survey  of  medium  and  large  firms, 
87  percent  of  manufacturing  firms  but  only  46  percent  of  wholesale/retail 

'A.  Footer  rDa*M»«  Co.,  Inc.,  Health  Care  Benefla  Survey,  1962. 

The  Wyatt  Company,  Wyatt  Comparison*,  Number  One,  September  1991 
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trade  firms  had  more  than  half  of  their  employees  electing  dependent 
coverage.' 


Flour*  tv.2:  Proportion  o(  Employ— 
Electing  Dependant  Coverage  In 
Manufacturing  and  Wholeeale/JUlell 
Trad*  (1990) 


B  Mamaicmno 
Source:  A.  Feeler  rtggine  ft  Co.,  Inc. 

Some  employers  assert  that  they  are  subsidizing  the  health  costs  of  other 
firms  whose  health  coverage  is  either  minimal  or  nonexistent  They  claim 
that  many  of  the  dependents  that  they  cover  work  for  other  employers  or 
in  industries  other  than  their  own.  For  example,  a  recent  study  found  that 
the  manufacturing  sector  had  4. 1  million  workers  covered  as  dependents 
under  health  plans  sponsored  by  manufacturers.7  Of  these  working 

'A.  Ptaeter  Undue  4  Co,  Inc.  Health  Cue  Benefltt  Surrey,  1891. 
LcwtnflCF),  December  1991 
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dependents,  86  percent  were  employed  In  Industries  other  than 
manufacturing,  and  about  one-quarter  were  employed  in  the  trade 
industry. 

Some  manufacturing  firms  have  recently  developed  policies  explicitly 
designed  to  discourage  coverage  of  dependents  who  can  obtain  coverage 
from  another  employer.  For  example,  a  major  manufacturing  firm  has 
recently  denied  primary  coverage  to  employee  spouses  who  have 
available,  employer-sponsored  insurance.  Another  manufacturing  firm  is 
attempting  to  discourage  spousal  coverage  by  levying  charges  beyond  the 
family  premium  on  employees  that  elect  spousal  coverage  when  their 
spouse  is  working  and  earning  more  than  $15,000  per  year. 


Firms  That  Cover  Retirees 
May  Face  Higher  Costs 


In  general,  firms  that  offer  coverage  to  their  retirees  have  higher  total 
health  costs.  A  survey  of  medium  to  large  employers  found  that,  on 
average,  the  provision  of  health  benefits  to  retirees  represented  almost 
14  percent  of  total  firm  health  costs.8  In  the  communications  and  utilities 
industries,  firm  retiree  health  expenditures  represent  over  20  percent  of 
annual  health  costs.  By  contrast,  in  health  services  or  technical/ 
professional  service  firms,  retirees  account  for  about  6  percent  of  total 
health  costs  (fig.  IV .3). 


rHl«lM*Ca,  Inc.,  1991. 
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Figure  IV.3:  Share  of  ToUl  Health 
Costs  Accounted  tor  by  Retireee  In 
Salactad  Industries  ( 1990) 


Not*:  Based  on  survey  respondents  that  otter  retiree  health  benefits.  Represents  both  employer  and 
employee  costs. 

Source:  A.  Foster  Htgglns  «  Co..  Inc. 


Industry  differences  in  health  costs  per  employee  reflect  the  fact  that  more 
Anns  provide  health  coverage  to  their  retirees  in  some  industries  than  in 
others.  For  example,  firms  in  manufacturing  are  almost  twice  as  likely  to 
offer  retiree  benefits  than  firms  in  the  health  services  industry.  In  addition, 
certain  industries  have  a  higher  ratio  of  retirees  to  active  employees  in  the 
health  plan.  For  instance,  manufacturing  firms  have  twice  as  many  plan 
participants  that  are  retired  than  wholesale/retail  trade  firms. 

Furthermore,  there  can  be  significant  variation  in  the  ratio  of  retirees  to 
total  plan  participants  within  an  industry.  Although  more  than  46  percent 
of  manufacturing  firms  surveyed  have  retirees  accounting  for  less  than  10 
percent  of  the  covered  population,  8  percent  of  manufacturing  firms  have 
more  than  50  percent  of  plan  participants  that  are  retired. 
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Many  Anns  are  concerned  about  the  recent  Federal  Accounting  Standards 
Board  ruling  requiring  businesses  to  currently  account  on  their  balance 
sheets  for  the  potential  liability  of  future  health  benefit  costs  already 
promised  to  current  and  future  retirees.' This  ruling  will  have  disparate 
effects  on  individual  firms.  It  has  serious  implications  for  the  short-run 
financial  condition  as  portrayed  In  a  Ann's  financial  statements  for 
businesses  with  an  older  workforce  or  a  large  number  of  retirees. 

In  response  to  high  and  growing  retiree  health  costs  and  the  potential 

ramifications  of  compliance  with  this  new  accounting  standard,  firms  have 
begun  to  alter  or  cut  back  retiree  benefits.  Retirees  who  lose  their 
company  health  coverage  often  face  reduced  prospects  for  acquiring 
health  coverage  through  another  employer,  and  individual  insurance  may 
be  very  expensive.  In  addition,  Medicare  benefits  are  not  available  until 
age  65,  and  Medicaid  benefits  cover  only  the  very  poor. 


Impact  of  the  new  law  on  a  company  depend!  on  the  scope  of  benefit*  worker*'  afea,  number  of 
retiree*  and  acth-e  worker*,  employer*'  paat  and  projected  average  coeta  at  pmttaj  mine  health 
benefit*,  future  mortality  rue*,  and  aanimpoon*  about  medical  and  general  inflation.  See  U.S.  General 
ArrounHngomce,  Employee  Beneflta:  Companies'  Beflree  Health  tUHMm '  T.  M—  Piimttne 
Coady  (OAOWBlVftMUune  14.  lflMV —  El ::=^a, 
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Differences  in  the  Cost  of  Health  Plans  by 
the  Size  of  Firm 


The  cost  disadvantages  for  small  firms  have  intensified  in  the  last  two 
decades  as  insurers  have  based  insurance  premiums  on  groups  with  fewer 
beneficiaries.1  The  broad-based  rate  determination  mechanism  called 
community  rating  has  been  replaced  by  rates  based  on  narrow  pools  of 
people,  which,  in  many  cases,  are  the  employees  of  an  individual  firm. 
Furthermore,  larger  firms  have  begun  to  self-insure,  removing  their 
population  from  the  overall  risk  pool  When  community-rated  health 
insurance  was  widely  available,  a  small  firm  could  obtain  insurance  with  a 
premium  that  was  not  adjusted  for  its  own  claims  experience  or  the  health 
status  and  demographic  characteristics  of  its  workers.  Now,  however, 
small  firms  are  confronted  with  rates  that  are  initially  underwritten  to 
reflect  potential  claims  costs  based  on  age,  industry,  and  health  status.  For 
small  firms  that  experience  high  claims  costs  because  a  covered  person 
incurs  high  health  care  costs,  rates  often  rise  rapidly  to  reflect  the  actual 
costs. 


Small  Firms  Often 
Face  High  Costs  That 
Influence  Coverage 


In  general,  providing  employee  health  insurance  is  more  expensive  for 

smaller  firms.  For  comparable  plans  and  benefits,  health  plan  costs  are 
10  to  40  percent  higher  for  small  employers.2 

Higher  administrative  costs  associated  with  the  inability  to  spread  risk 
over  a  large  number  of  insured,  claims  administration,  and  sales 
commissions  are  major  contributors  to  higher  health  costs  for  small  firms. 
Other  cost  contributors  include  factors  that  are  inherent  to  the  size  of  the 
firm— state  health  benefit  regulation,  unfavorable  tax  status,  and  lack  of 
benefit  management  expertise.  In  addition,  small  firms  lack  market  power 
in  negotiating  discounts  with  providers  and  have  less  access  to  managed 
care  plans  compared  to  large,  self-Insured  firms. 

The  effect  of  high  health  insurance  premiums  on  small  employers  is 
varied.3  Many  small  firms  that  would  like  to  offer  health  insurance  are 
excluded  from  coverage  by  insurance  carriers.4  In  contrast,  many  small 


■For  thai  analvsia,  snail  Dim  are  defined  m  employere  with  26  or  fewer  employee*, 
ley  Incorporated.  HqphCwt  Covera*  and  Co—  In  SmaOandlarae 


prepared  far  the 

Apr.lE.lB87). 


In  I960,  more  than  half  of  the  unlnaured  were  employed  by  small  firm*. 

restricted  because  of  perceived  kajfe  risk.  Amor*  the  many  types  of  businesses  that  varioua  insurers 
exclude  are  lc«ln«.  trucking,  or  rooflnj  companies,  taverns,  hair  etynsta,  and  restaurants  See  U.& 
<*a^*xna^OI^HeMfahmma&Ca*hmmnUuiu>Cont*tLlmUxlammndCtm 
<=-'~-|  (GAO/HBMM8,  Kay  22, 1KB). ™ 
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employers  that  could  obtain  hearth  insurance  do  not  offer  it6  Furthermore, 
for  firms  not  now  covering  their  employees,  it  would  take  a  large 
reduction  (at  least  50  percent  or  more)  in  the  current  cost  of  health 
insurance  to  induce  them  to  offer  coverage.6  However,  as  with  large  firms, 
there  are  extremes  in  the  extent  of  benefits  offered  and  requirements  for 
cost  sharing  among  the  small  firms  providing  health  coverage. 


Small  Firms'  Premiums 
Reflect  Higher 
Administrative  Costs 


An  important  component  of  the  high  insurance  premiums  faced  by  small 
businesses  is  that  insurers  incur  higher  administrative  costs  for  small  firms 
than  for  larger  firms.  A  Congressional  Research  Service  study  found,  as 
shown  in  figure  V.l,  that  smaller  businesses  pay  a  much  larger  portion  of 
their  premium  for  administrative  costs  than  do  larger  businesses.7  For 
example,  in  a  small  group  plan  with  one  to  four  employees,  insurers' 
overhead  accounts  for  40  percent  of  claims.  By  contrast,  the 
administrative  expenses  for  a  large  group  plan  with  10,000  or  more 
employees  are  5.5  percent  of  claims. 


The  higher  administrative  costs  experienced  by  small  businesses  are  partly 
the  result  of  firm  characteristics,  such  as  high  employee  turnover  rates  and 
a  larger  proportion  of  part-time  or  seasonal  workers.  In  addition, 
administrative  costs  are  higher  in  the  small-group  market  because  of  such 
factors  as  (1)  fixed  costs  and  risk  spread  among  fewer  enrollees,  (2)  the 
expense  of  individual  medical  underwriting,9  (3)  commissions  paid  to 
insurance  agents,  (4)  premium  taxes,  and  (5)  higher  marketing  costs." 
Marketing  costs  reflect  the  greater  effort  required  to  reach  small 
employers  and  persuade  them  to  offer  insurance. 


•Small  businesses  contend  that  the  moat  Important  reason  why  they  do  not  offer  health  coverage  la  the 
nigh  cost  of  health  Insurance  premiums.  See  U.S.  General  Accounting  Office,  Access  to  Health 
Insurance  State  Efforts  to  Assist  Small  Businesses  (G  AO/HRD-82-90,  May  14, 1942V 

•J.  Edwards  and  others,  -Small  Business  and  the  National  Health  Care  Reform  Debate,-  Health  Affaire, 
Vol  11  (Spring  1992).  

'Congressional  Itmirch  Service,  Cost  and  Effects  of  Extending  Health  Insurance  Coverage,  October 
1968,  p  48,  

•Underwriting  is  the  process  by  which  an  Insurer  determines  whether  and  on  what  basis  It  will  accept 
an  application  for  Insurance.  Small  group  underwriting  requires  that  individual  members  provide  a 

statement  of  health  and  evidence  of  Insurability. 

"Medium  and  large  firms  that  self-Insure  are  able  to  reduce  administrative  expenses  by  about  2  percent 
through  the  reduction  In  premium  taxes.  See  Congressional  Research  Service,  Cost  and  Effects  of 
Eauatdlng  Health  Insurance  Coverage,  p.  46. 
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Figure  V.I :  Insurance  Company 
Admlnlatratlva  Expanaaa  by  81za  of 
Finn 


Pareant  of  Incurred  Ckama 


So*  o<  Employ**  Group 


Source:  Congressional  Research  Service. 


The  Inability  to  Spread 
Risk  Contributes  to  Higher 
Costs  for  Smaller  Firms 


Small  firms  experience  higher  health  care  costs  because  they  have  fewer 
individuals  over  which  to  spread  risk.  The  premise  of  health  insurance  is 
to  distribute  the  costs  of  a  few  over  many.  Since  large  firms  have  a 
population  that  more  closely  resembles  the  entire  community  population, 
it  is  probable  that  relatively  few  workers  will  incur  substantial  health  care 
costs.  Those  costs  that  are  incurred  can  be  spread  over  the  entire 
employee  population.  In  contrast,  when  insurance  premiums  are  based  on 
the  experience  of  a  small  company,  a  single  employee  with  high  health 
expenses  can  cause  the  firm  to  be  adversely  affected.  According  to  the 
Congressional  Research  Service,  carriers  require  a  risk  premium  to  reflect 
the  fact  there  is  greater  risk  involved  in  insuring  small  firms.  The 
Congressional  Research  Service  study  shows  that  firms  with  one  to  four 
employees  have  a  risk  and  profit  charge  of  8.5  percent  of  incurred  claims 
compared  to  1.1  percent  for  firms  with  10,000  or  more  employees. 
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the  Size  of  Firm 


Furthermore,  the  inability  to  spread  risk  contributes  to  the  small 
employer's  difficulty  in  predicting  health  costs  from  year  to  year.  Health 
costs  for  small  firms  in  the  second  and  subsequent  years  can  be 
considerably  higher  than  costs  for  the  first  year.  This  occurs  because  some 
preexisting  condition  exclusions  expire  and  the  covered  population  begins 
to  develop  new  conditions  leading  to  higher  costs  and  higher  premiums. 
Some  small  employers  cite  having  experienced  a  doubling  of  premiums 
after  1  or  2  years  of  enrollment 


Economies  of  Scale 
Disadvantage  Small  Firms 


Small  firms  have  several  additional  cost  disadvantages  that  larger  firms  do 
not  experience.  Because  their  small  size  makes  it  difficult  to  accept  risk, 
small  employers  are  less  prone  to  self-insure  and  thus  are  subject  to  costs 
associated  with  state  insurance  regulations  and  taxes.  In  addition,  since 
most  small  firms  are  not  incorporated,  they  do  not  receive  as  favorable  a 
tax  status.  Furthermore,  due  to  their  size,  small  employers  usually  have 
less  expertise  than  large  firms  in  locating  and  negotiating  suitable, 
affordable  coverage.  Also,  small  firms'  lack  of  market  power  hinders 
negotiating  provider  discounts  or  contracts  with  provider  networks. 


Small  firms  that  provide  health  insurance  have  higher  health  expenditures 
because  they  are  subject  to  the  costs  associated  with  state  laws  that 
require  health  insurance  contracts  to  include  specified  benefits, 
compliance  with  certain  anU-discrimination  standards  applicable  to 
insured  plans,  state  insurance  premium  taxes  (ranging  from  2  to  3  percent 
of  premiums),  or  participation  in  insurance  pools  for  high-risk  individuals. 
Although  these  restrictions  are  actually  placed  on  the  insurance  carrier, 
insurers  shift  them  to  small  employers  through  higher  premiums.10  Small 
firms  can  avoid  these  insurer  adjustments  by  self-insuring,  but  they  are 
presumably  less  likely  to  do  so  because  they  often  cannot  accept  the  risk 
of  large  out-of-pocket  claims."  Furthermore,  other  costs  associated  with 
the  inability  to  self-insure  include  the  loss  of  flexibility  to  use  premium 
payments  as  working  capital. 

Small  firms  that  are  unincorporated  face  additional  health  insurance  costs 
because  of  the  differing  tax  treatment  of  benefits  offered  by  incorporated 
and  unincorporated  businesses.  In  1989,  there  were  about  14  million 


"The  costs  of  state-mandated  health  benefita  add  a  modest  amount  to  health  Insurance  premiuma! 
U.S.  General  Accounting  Office,  Access  to  Health  Insurance. 

"The  Employee  Retirement  Income  Security  Act  of  1974  has  been  Interpreted  by  federal  courts  as 
preempting  the  application  of  state  Insurance  laws  and  regulations  to  self-Insured  health  plana 
Consequently,  state-mandated  benefita  are  not  applicable  to  employers  that  self-Insure 
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self-employed,  sole  proprietorship,  partnership,  and  Corporation  firms. 
Such  firms  are  allowed  a  25^>ercent  deduction  for  health  insurance 
premiums  paid  for  themselves  and  their  employees.  Incorporated 
businesses,  on  the  other  hand,  are  allowed  a  100-percent  deduction  for 
tfiese  expenses.  The  higher  tax  rate  imposed  on  health  benefits  provided 
by  unincorporated  businesses  contributes  to  the  higher  costs  this  type  of 
small  firm  faces  when  purchasing  health  insurance. 

The  complex  insurer  underwriting  practices  now  in  place  can  also 
contribute  to  high  health  costs  faced  by  small  firms.12  The  underwritin* 
process  may  discourage  small  employers  from  shopping  for  a  better 
insurance  value.  In  addition,  small  businesses  lack  the  capacity  for 
exploring  the  health  insurance  choices  that  large  businesses  enjoy 
Possessing  smaller  staffs  with  less^pecialized  roles,  small  businesses  do 
not  spend  much  time  investigating  their  insurance  options  (most  spend 
less  than   0  hours  a  year)."  Furthermore,  they  are  less  knowledgeable 
about  health  Insurance  and  rely  on  the  agent  as  the  primary  source  of 
information  about  their  options." 

Small  employers  also  experience  higher  health  costs  due  to  their  inability 
to  use  their  size  as  market  clout  in  negotiating  discounts  with  providers  if 
ttey  self-insure  Discounts  offered  to  large  firms,  as  well  as  the  ability  of 

JS^m  °^d  to  "*  PTOVider  rellnbu™«<ient  «*«,  may  drive  up 
the  costs  to  those  still  purchasing  health  insurance,  as  providerfattempt 

to  make  up  the  cost  differential  of  the  discounts.  In  addition,  small 
businesses  often  have  less  access  to  network-based  health  care.  However 
this  bck  of  access  is  often  dependent  on  geographic  location.  A  survey     ' 
found  that  health  maintenance  organizations  in  California,  where  such 
providers  have  a  significant  share  of  the  market,  marketed  directly  to 
small  businesses.15 


-J.  Edwin*  and  other.,  "Small  Maw  and  the  National  Health  Care  Reform  Debate.' 
inpremlumcoW  ^  "^  ""oc^  ^  m"1*^  «^  «^«h  expendrt^ 
"CaU^ta*  McLaughlin,  The  Dilemma  of  AfforiabUtty:  Private  Health  taawarce  for  Smd 
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Scope  of  Benefits  and 
Extent  of  Financing 
Vary  Widely  by  Small 
Firms 


Although  small  employers  experience  higher  costs  for  health  insurance, 
there  is  variation  in  the  structure  of  the  benefits  offered  among  those  small 
employers  that  provide  coverage.  Many  small  firms  have  difficulty 
affording  benefit  coverage  for  their  employees  due  to  their  low 
profitability,  the  lower  wages  of  their  employees,  or  the  high  cost  of  their 
coverage.  Therefore,  many  small  employers  are  more  apt  to  provide 
insurance  with  minimum  benefits  and/or  impose  high  cost-sharing 
requirements  on  their  employees  than  large  firms.  As  illustrated  in  figure 
V.2,  a  greater  proportion  of  small  firms  than  large  firms  require  higher  cost 
sharing  from  their  employees. 


Figure  V.2:  Percent  of  Firm*  Where 
Workere  Pay  More  Than  40  Percent  of 
Hearth  Insurance  Premiums  (1988) 


ii 

Mvtduel  Family  Coverage 


m   Larga 
Not*:  Small  firms  have  tower  (han  25  employee.;  large  firms.  S00  or  n 
Source:  Urban  Institute. 
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In  contrast,  some  small  firms  are  able  to  more  easily  finance  health 
coverage  for  their  employees.  Some  employers  offer  plans  with  extensive 
benefits  or  total  employer  financing.  This  may  be  due  in  part  to  higher 
profitability,  higher  wage  workers,  or  full  tax  deductibility  of  health 
expenditures  from  incorporation.  Or  these  small  firms  may  desire  to 
provide  extensive  health  coverage  for  the  firm  owners  and  their  family 
members.  As  shown  in  figure  V.3,  a  higher  percentage  of  small  firms  than 
large  firms  completely  pay  for  their  employees'  health  coverage. 


Flgurt  V.3:  Percent  of  Firm*  Where 
Worker*  Pay  No  Share  of  Health 
Insurance  Premiums  (1988) 


USrntf 
Urge 

Smel  arme  have 

Urban  mrttuta. 


tower  than  25  emplojees,  large  arms,  500  or  mors. 


Another  reason  some  small  firms  may  finance  the  entire  cost  of  employee 
health  insurance  is  to  achieve  high  plan  participation.  Small  employers 
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require  high  plan  participation  to  ensure  health  coverage  or  favorable 
insurance  rates.  This  necessity  makes  it  difficult  for  a  small  employer  to 
impose  cost-sharing  requirements  on  employees  without  causing  the  size 
of  the  risk  pool  to  decline. 
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Differences  in  the  Cost  of  Group  Health 
Plans  by  Location 


The  geographic  location  of  the  Ann  has  a  substantial  influence  on  a  firm's 
health  care  costs,  but  it  is  also  one  of  the  most  difficult  factors  to  alter  in 
the  short  term.  Health  costs  can  vary  significantly  by  city  or  health  care 
market  area,  due  largely  to  the  availability  of  health  resources,  health 
status  of  the  population,  personal  income,  provider  practices,  and  the 
operating  expenses  of  providers. 


Businesses  in 
High-Cost  Markets 
Adversely  Affected 


The  geographic  location  of  the  Arm  has  a  signifl cant  impact  on  health 
benefits  costs  for  an  employer.  However,  few  generalizations  can  be  made 
about  differences  in  health  costs  between  regions  or  even  between  cities 

within  a  region.  As  shown  in  table  VI.  1,  average  group  expected  claims 
costs  across  the  country  vary  widely  from  the  national  average 

For  example,  average  expected  claims  costs  for  group  health  Insurance 
benefits  in  Las  Angeles  are  on  par  with  those  in  Miami,  but  are  almost 
60  percent  higher  than  those  in  Philadelphia  or  Detroit  In  addition, 
expected  claims  costs  in  Los  Angeles  are  about  twice  those  of  Seattle, 
which  are  similar  to  costs  in  El  Paso. 
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Tabta  VL1 :  Inctax  of  Avarag*  Oraup 
Expected  Claims  Coats  In  Setscted 
OUss,  by  Region  (1989) 


U.S.  average  -  1 .00 

Ragion/dty 

Faetoi< 

Ragion/dty 

Factor 

Wart 

Northeast 

Los  Angeles,  CA 

1.73 

New  York.  NY 

1.39 

San  Francisco,  CA 

1.34 

Philadelphia.  PA 

1.16 

Phoenix,  AZ 

1.10 

Newark,  NJ 

1.07 

Denver,  CO 

0.95 

Pittsburgh,  PA 

102 

Seattle.  WA 

0.85 

Buffalo.  NY 

.75 

Midwest 

South 

Detroit,  Ml 

1.18 

Miami.  FL 

1.70 

Cleveland.  OH 

106 

New  Orleans,  LA 

1.23 

St.  Louis.  MO 

0.99 

Atlanta,  GA 

1.06 

Minneapolis,  MN 

0.88 

Nashville,  TN 

.95 

Columbus.  OH 

0.84 

El  Paso.  TX 

.89 

■Average  area  factor  that  would  be  used  by  an  underwriter  to  determine  the  estimated  claims 
cost  for  group  health  Insurance.  A  factor  of  1 .73  meant  that  expected  claims  costs  are  1.73  times 
the  national  average.  The  factors  were  weighted  using  under -age-65  populations.  Although 
obtained  from  Insurance  underwriters,  these  factors  are  an  estimate  because  Insurance 
companies  may  be  licensed  to  write  business  In  a  city,  but  may  actually  write  little  or  no  business 
In  that  city.  In  this  instance,  it  cannot  be  expected  that  an  underwriter's  factor  would  be  as 
accurate  as  the  factor  for  a  city  in  which  the  Insurer  writes  a  substantial  amount  of  business.  In 
addition,  a  factor  may  be  In  error  because  the  insurance  company,  for  marketing  or  soma  other 
reason,  set  the  factor  either  artificially  high  or  artificially  low. 

Source:  Milliman  and  Robertson.  Inc. 


Many  Factors 
Contribute  to 
Geographic  Variations 
in  Health  Costs 


Cost  variations  across  geographic  health  care  markets  are  strongly 
influenced  by  a  number  of  factors.1  These  include  differences  in  personal 
income,  the  amount  of  health  care  resources  available  (hospital  bed 
capacity  and  the  number  of  physicians  per  capita),  and  the  health  status  of 
the  population.  Generally,  area  health  care  costs  rise  with  increases  in 
average  personal  income  and  the  amount  of  accessible  health  care 
resources.  Similarly,  areas  with  less  healthy  residents  require  more  health 
services  and  have  higher  health  spending  than  states  with  more  healthy 
residents. 


Geographic  differences  in  health  costs  also  may  be  affected  by  variations 
in  provider  practice  patterns.  Differences  in  practice  patterns  can 
influence  patient  utilization  rates  as  well  as  the  services  provided.  For 
example,  researchers  concluded  in  a  recent  study  of  cesarean  section 

'US.  General  Accounting  Office,  Health  Cere  Spending:  Nonpolicy  Factors  Account  for  Most  Sate 
Difference!  (GAO/HRM2-36,  Feb.  13,  1982). 
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rates  that  physician  practice  style  might  be  an  important  determinant  of 
the  wide  variation  in  services  provided.  In  the  study,  over  1,500  affluent 
women  at  low  risk  of  obstetrical  complications  who  were  cared  for  in  a 
single  community  hospital  were  observed.  On  average,  17.2  percent  of  the 
births  for  women  without  previous  cesarean  deliveries  were  performed 
through  a  cesarean  sectioa  However,  the  rate  of  cesarean  delivery  varied 
from  9.6  to  31.8  percent,  by  physician.  The  researchers  determined  that  the 
identity  of  the  physician  was  the  second  most  important  variable  in  its 
influence  on  the  rate  of  cesarean  section  (whether  the  mother  had  given 
birth  before  was  the  primary  variable).  2 

Variations  in  provider  operating  expenses  can  also  influence  differences  in 
geographic  health  costs.  The  cost  of  providing  health  care  is  dependent  on 
rent  or  property  values,  labor  costs,  cost  of  medical  supplies,  hospital 
occupancy  rates,  medical  malpractice  premiums,  and  bad  debt 
percentages.  Other  factors  that  have  an  influence  on  provider  charges  are 
the  proportion  of  Medicare  and  Medicaid  patients  and  Medicare  and 
Medicaid  reimbursement  rates.  For  example,  in  areas  with  a  high 
concentration  of  elderly  or  indigent  patients,  providers  may  increase 
charges  to  private  insurers  to  offset  lower  Medicare  or  Medicaid 
payments. 


•G.L  Goyert  and  others,  "The  Physician  facta  In  Cesarean  Birth  Ratea,"  The  New  England  Journal  of 
Medicine,  March  16, 1988,  pp.  706-709.  
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Surveys  Used  to  Identify  Business  Health 
Costs 


A.  Foster  Higgins  & 
Co.,  Inc. 


A.  Foster  Higgins  is  a  research  and  consulting  firm  that  provides 
information  on  employee  benefits.  Its  annual  Health  Care  Benefits  Survey 
was  established  in  1986.  The  firm's  1991  Indemnity  Plans  report  is  its  most 
recently  published  survey  on  employer  and  employee  indemnity  plan 
health  costs.  This  information  was  collected  from  2,409  employers,  whose 
plans  cover  13.8  million  employees.  Survey  participants  include 
organizations  of  all  sizes  and  industries,  as  well  as  state  and  local 
governments. 


The  Wyatt  Company 


The  Wyatt  Company  is  a  benefits  and  compensation  consulting  firm  that 
provides  information  on  employee  benefits.  The  data  on  group  benefits 
dates  back  to  the  late  1970s.  The  September  1991  issue  of  Wyatt 
Comparison  is  the  firm's  most  recently  published  survey  on  employer  and 
employee  indemnity  plan  health  costs.  This  information  was  collected 
from  718  employers  whose  plans  cover  more  than  7  million  employees. 
Survey  participants  include  a  cross-section  of  employers  in  the  United 
States. 


U.S.  Chamber 
Research  Center 


The  Chamber  of  Commerce  Survey,  Employee  Benefits:  Survey  Data  from 
Benefit  Year  1990,  is  the  29th  survey  of  employee  benefits.  The  survey  was 
formerly  published  every  2  years  but  has  been  published  annually  since 
1979.  The  survey  includes  responses  from  1,000  firms  employing  more 
than  3.7  million  persons.  Of  the  firms  surveyed,  222  had  fewer  than  100 
employees  and  125  had  more  than  5,000. 


Milliman  &  Robertson, 
Inc. 


Milliman  &  Robertson  is  an  actuarial  and  consulting  firm  that  provides 
information  to  the  health  insurance  industry.  The  survey,  Group 
Comprehensive  Major  Medical  Net  Claim  Cost  Relationships  by  Area, 
examined  costs  from  data  supplied  by  16  of  the  nation's  largest  group 
health  insurance  underwriters.  The  report  examined  medical  costs  in 
400  cities  for  the  most  common  type  of  major  medical  plan  covering  a 
45-employee  group. 
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Hlimail  Resources  Janet  *"  shiUes'  Director.  Health  Financing  and  Policy  Issues, 
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INTRODUCTION 


The  103rd  Congress  and  the  Administration  have  placed  health  care 
reform  high  on  the  national  policy  agenda,  some  believe  second  only  to 
jobs  and  the  economy.  With  employer  health  costs  three  times  general 
inflation,  corporate  America  is  focusing  top  attention  on  the  various 
legislative  reform  options,  seeking  to  balance  business  goals  with  broad 
national  policy  goals  on  health  care  reform.  The  following  report, 
"Survey  on  Health  Care  Reform  and  Costs:  Summary  of  Findings," 
provides  a  glimpse  of  manufacturers'  thinking  on  just  these  issues. 


Presented  here  are  NAM  member  perceptions  on:  providing  health 
coverage  for  all  Americans;  whether  government  or  the  private  sector 
should  be  the  primary  sponsors  of  health  benefits;  various  reform 
approaches  such  as  pay-or-play,  national  health  insurance,  changing  tax 
preferences  for  health  care  and  national  spending  caps  to  curb  health 
cost  increases;  ways  to  eliminate  cost-shifting  to  private  employers;  the 
amount  of  corporate  net  profits  consumed  by  health  benefits  costs;  what 
cost  management  efforts  seem  to  work;  and  the  apparent  causes  of 
health  care  cost  increases. 


"Summary  of  Findings"  joins  a  distinguished  group  of  earlier  NAM 
policy  statements  and  reports  that  are  intended  to  contribute  new 
information  in  the  interest  of  expanding  and  improving  the  policy 
process  and  reform  debate.  These  documents  include  "Meeting  the 
Health  Care  Crisis  (white  paper)  and  Survey  of  NAM  Members" 
(1989),  "Spotlight  on  Health  Cost  Management"  (1991),  "Buying  Value 
in  Health  Care"  (1991),  "Employer  Cost-Shifting  Expenditures"  (1991) 
and  "  10  Principles  on  Health  Care  Reform"  (NAM  Board  of  Directors, 
1991). 


Because  health  care  costs  bear  directly  on  America's  ability  to  compete 
in  a  changing  marketplace  both  domestically  and  internationally,  the 
NAM  is  committed  to  reform  of  our  health  care  system.  Many 
approaches  to  controlling  cost,  expanding  access  and  assuring  the 
quality  of  care  delivered  have  been  proposed,  but  a  consensus  eludes  us. 
To  this  end,  the  NAM  is  actively  working  with  Congress,  the 
Administration,  providers,  labor,  insurers,  and  others  in  addressing  this 
urgent  problem.  To  do  less  would  mean  reduced  resources  to  fulfill 
other  national  priorities  and  a  reduced  capability  of  manufacturers  to 
create  the  jobs  so  necessary  for  future  economic  growth. 

National  Association  of  Manufacturers 
November  1992 
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Background 

In  the  summer  of  1992,  the  National  Association  of  Manufacturers 
conducted  a  survey  of  its  membership  to  determine  the  prevailing 
attitudes  toward  the  rising  cost  of  health  care  benefits  and  toward  the 
current  proposals  for  health  care  reform.   A  random  sample  of  the 
NAM  membership-stratified  by  geographic  region-was  selected  and  a 
written  questionnaire  was  distributed  to  about  8,000  NAM  members 
As  many  as  1,445  NAM  members  completed  and  returned  the 
questionnaire,  yielding  a  response  rate  of  approximately  18  percent. 

Opinions  on  fundamental  policy  issues 

Survey  respondents  overwhelmingly  agreed  (82.7  percent)  with  the 
statement  that  "every  person  should  have  coverage  for  affordable 
necessary  and  appropriate  health  care."  A  predominant  number  of 
respondents-78.4  percent-also  feel  that  the  current  health  care 
financing  system,  i.e.,  multiple  government  and  private  payers,  is  in 
need  of  fundamental  change.   Most  (57.5  percent)  of  the  respondents 
feel  that  employers  should  continue  to  be  the  major  sponsor  of  health 
care  benefits  for  their  employees,  but  22.5  percent  did  not  agree  and  20 
percent  were  unsure. 

Opinions  on  health  care  reform  proposals 

When  given  a  choice  from  among  various  proposals,  10.5  percent  of  the 
participants  selected  the  federal,  tax-subsidized,  universal  coverage 
proposal,  i.e.,  Canadian-style  national  health  insurance.  The  'play  or 
pay"  approach  (presented  here  without  explanation)  received  the  support 
of  19.4  percent  of  the  responding  companies,  but  support  for  this 
proposal  increased  when  coupled  with  overall  system  reform  (see 
below);  mandated  employer  coverage  was  favored  by  9.9  percent  of  the 
respondents;  mandated  individual  coverage  was  the  choice  of  14  5 
percent;  and  the  use  of  tax  credits/deductions  to  encourage  the  voluntary 
purchase  of  coverage  by  individuals  was  favored  by  19.8  percent    The 
proposal  garnering  the  most  support  (26.4  percent)  from  the  survey 
participants  was  to  maintain  the  current  system  and  provide  a  federal 
insurance  program  for  the  uninsured. 

Opinions  on  specific  "ploy  or  pay"  proposals 

When  the  participants  were  questioned  separately  on  a  specific  "play  or 
pay"  proposal  that  would  require  employer-sponsored  coverage  or  the 
payment  of  a  7  percent  to  9  percent  tax  to  finance  employees' 
enrollment  in  a  public  plan,  only  25.0  percent  of  the  respondents 
indicated  that  they  could  support  such  an  approach.  When  a  follow-up 
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question,  however,  asked  the  participants  to  assume  overall  system 
reform,  i.e.,  medical  liability  tort  reform,  quality  and  administrative 
reform  initiatives,  implementation  of  cost-containment  measures 
including  mechanisms  to  eliminate  cost-shifting,  expanded  availability  of 
quality  managed  care  programs,  etc.,  with  the  inclusion  of  "play  or 
pay,"  55.3  percent  of  the  respondents  indicated  that  they  could  support 
such  an  approach. 


Opinion*  on  othor  reform  proposals 

Survey  participants  evidenced  varying  levels  of  support  for  other  reform 
approaches,  such  as  placing  annual  spending  caps  on  health  care  (34.2 
percent  of  the  respondents  favored  caps,  29.2  percent  opposed,  and 
36.6  percent  were  unsure).   On  capping  the  employee  tax  exclusion  for 
health  care  coverage,  4.2  percent  favored  this,  but  the  percent  in  favor 
rose  to  31.8  percent  if  the  revenues  resulting  from  this  action  were  used 
to  expand  access  to  coverage.  The  tax  cap  was  opposed  by  44.9 
percent  of  respondents  outright.  Capping  the  employer  tax  deduction 
for  providing  health  care  coverage  was  opposed  by  53.8  percent  of  the 
respondents,  even  if  the  resulting  revenues  were  used  to  expand  access 
to  coverage,  while  26.7  percent  stated  that  they  would  favor  this 
approach  if  the  revenues  were  dedicated  to  expanding  coverage. 
Establishing  criteria  (age/health  criteria  for  organ  transplants,  for 
example)  as  a  means  of  allocating  health  care  resources  was  favored  by 
57  percent  of  the  respondents. 


Elimination  of  cost-shifting 

Participants  were  also  asked  to  select  the  best  method  for  eliminating 
cost-shifting,  assuming  the  current  pluralistic  health  system  of  private 
coverage  and  government  programs  is  retained.  The  largest  number  of 
respondents  (45.3  percent)  favor  utilizing  the  marketplace  to  encourage 
price  and  quality  competition  among  health  care  providers,  and  a 
slightly  smaller  percentage  (42.3  percent)  favored  a  negotiation  process 
binding  on  all  providers  and  payers,  both  public  and  private.  Little 
support  was  shown  for  direct  government  control  of  prices  (8.1 
percent). 


Corporate  not  profits  and  hsarth  costs 

The  survey  participants  were  also  asked  to  estimate  the  percentage  of 
their  annual  net  profits  that  the  cost  of  covering  their  active  and  retired 
employees  represented  in  each  of  the  past  three  years.  In  1989,  the 
respondents'  health  care  costs  represented  an  amount  equal  to  26.3 
percent  of  net  profits,  rising  to  28.4  percent  in  1990  and  31.3  percent  in 
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EXECUTIVE  SUMMARY 


1991.  Clearly,  health  care  costs  rose  much  faster  than  profits  during 
this  period. 


Coat  managamant  afforta 

Employee  cost-sharing,  in  the  form  of  deductibles  and  copayments,  is 
currently  employed  by  87  percent  of  the  respondents  and  is  also  judged 
to  be  the  single  most  effective  cost  management  tool  by  22  percent  of 
the  participants.   Fully  61.1  percent  of  the  respondents  indicated  that 
they  have  increased  employee  cost-sharing  or  decreased  benefits  in  the 
past  three  years. 

Hospital  precertification  is  in  place  in  75.5  percent  of  the  respondents' 
health  plans,  while  concurrent  hospital  review  is  employed  by  36.1 
percent.   Case  management  of  serious  and  complex  cases  is  offered  by 
40.6  percent  of  the  survey  respondents,  while  5.3  percent  of  the 
participants  offer  a  "Centers  of  Excellence"  program  to  steer  complex 
and  costly  cases  to  high-quality  medical  centers.   None  of  these 
initiatives  was  rated  to  be  the  most  effective  cost-control  device  by 
more  than  a  small  percentage  of  the  respondents. 

Managed  care  plans,  in  the  form  of  HMOs,  PPOs  and  Point-of-Service 
(POS)  plans  were  offered  by  39.7  percent,  33.0  percent  and  8.8  percent 
of  the  participants  respectively.  Few  participants,  however,  rated  these 
approaches  as  their  most  effective  cost  control  tool,  with  HMOs 
receiving  that  distinction  from  10.9  percent  of  the  respondents,  PPOs 
from  8.7  percent  and  POS  plans  from  1  percent. 

Cauaaa  of  rising  haakh  cara  costs 

Survey  participants  were  asked  to  select  from  a  list  of  1 1  commonly 
recognized  factors  responsible  for  higher  costs.   Medical  malpractice 
awards  were  cited  by  85.1  percent  of  the  respondents.  Fraud  and  abuse 
was  cited  by  77.6  percent  of  the  respondents  as  a  contributing  factor, 
while  physician  and  hospital  fees  were  selected  by  73.4  percent  and 
73.3  percent  of  the  respondents  respectively.  Other  factors  chosen  by  a 
majority  of  the  survey  respondents  included  the  widespread  use  of 
expensive  technology/high  intensity  of  services  (63.4  percent), 
unhealthy  lifestyles  such  as  smoking,  drug  use,  driving  without  seat 
belts,  etc.  (56.0  percent)  and  the  cost  of  medications  (51.9  percent). 
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A  profit*  of  tho  participants 

This  sample  of  NAM  members  exhibited  the  following  characteristics 

■  92  percent  are  manufacturers;  8  percent  are  service  organizations 

■  72  percent  have  more  than  SO  employees 

■  33  percent  have  collectively  bargained  plans 

■  44  percent  are  self-insured 

■  97  percent  offer  health  care  coverage  to  employees  and  dependents 

■  SS  percent  require  employee  contributions  for  single  coverage 

■  78  percent  require  employee  contributions  for  dependent  coverage 

■  The  average  employer  contribution  is  71  percent  of  the  total 
premium 

■  36  percent  offer  retirees  health  care  coverage 


Summary 

It  seems  clear  that  the  NAM  membership,  as  represented  by  this 
randomly  selected  group,  feels  that  health  care  reform  must  occur.  The 
level  of  support  for  individual  approaches  was  limited.  But  when 
assumptions  of  reform  in  other  areas  (medical  malpractice,  government 
cost-shifting,  etc.)  were  coupled  with  specific  proposals,  support  grew 
for  those  proposals— suggesting  a  preference  by  the  NAM  membership 
for  comprehensive,  rather  than  piecemeal  reform. 
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NAA\ 


WORKERS'  COMPENSATION  AND  HEALTH  CARE  REFORM: 

GUIDELINES  FROM  THE 

NATIONAL  ASSOCIATION  OF  MANUFACTURERS 


BrmoDUcnoN 

This  paper  outlines  the  following: 

•  A  proposal  by  the  White  House  to  include  the  medical  portion  of  workers' 
compensation  in  the  President's  health  care  reform  proposal. 

•  Comments  from  an  employer  perspective  on  the  current  workers'  compensation 
system. 

•  Guidelines  by  which  the  NAM  would  judge  any  workers'  compensation  proposal. 

•  Conclusion 

WHTIE  HOUSE  PROPOSAL 

As  is  widely  known,  die  White  House  is  working  on  a  proposal  to  reform  the  nation's 
health  care  system.  Any  major  changes  to  the  health  care  system  will  have  a  direct  impact  on 
the  current  workers'  compensation  system.  At  the  time  of  writing,  it  is  generally  believed  the 
White  House  health  care  reform  proposal  is  based  on  a  "managed  competition"  model,  utilizing 
health  insurance  purchasing  cooperatives  and  possmlyalkwing  for  emptoyee  choice  of  the  health 
provider. 

As  part  of  the  health  care  proposal,  the  White  House  is  considering  removing  medical 
treatment  for  work-related  injuries  and  flnrntft  from  the  workers'  compensation  system  and 
including  it  in  the  national  health  care  plan.  This  proposal,  which  is  sometimes  known  in 
various  forms  as  "24-hour  coverage",  would  in  theory  guarantee  medical  coverage  whether  one 
is  injured  at  home,  work,  or  in  a  car.  Under  the  White  House  proposal,  the  premiums  paid  by 
employers  (and  possibly  employees)  for  health  care  coverage  would  be  expanded  to  cover 
treatment  arising  from  workplace  injuries  and  illnesses,  Employers  would  be  "relieved"  of  their 
current  obligations  to  pay  separate  insurance  premiums  for  medical  treatment  resulting  from 
workplace  injuries  and  illnrssrs,  but  not  from  their  statutory  obligation  to  indemnify  employees 
for  lost  wages. 

This  proposal  has  been  described  as  a  "merger"  approach,  because  it  merges  the 
financing  of  workers'  compensation  medical  treatment  with  the  financing  of  noo-occupationa] 
medical  treatment.  Other  approaches  which  seek  to  incorporate  the  cost  savings  and  quality  care 
aspects  of  a  reformed  system  into  the  current  workers'  compensation  system  but  keep  the 
financing  separate  are  generally  described  as  a  linkage  or  coordinated  approach. 
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Although  the  White  House  has  not  provided  any  written  information  to  the  NAM  about 
the  concept,  the  Health  Care  Task  Force  has  discussed  the  issue  with  the  NAM,  other  business 
associations,  and  insurance,  labor,  academia  and  political  representatives. 

COMMENTS  ON  THE  CURRENT  WORKERS'  COMPENSATION  SYSTEM 

The  National  Association  of  Manufacturers  is  a  voluntary  business  association  of  more 
than  12,000  member  companies  and  subsidiaries,  large  and  small,  located  in  every  state. 
Members  range  in  size  from  the  very  large  to  more  than  8,000  smaller  manufacturing  firms, 
each  with  fewer  than  500  employees.  NAM  member  companies  employ  85  percent  of  all 
workers  in  manufacturing  and  produce  more  than  80  percent  of  the  nation's  manufactured  goods. 
The  NAM  is  affiliated  with  an  additional  158,000  businesses  through  its  Associations  Council 
and  the  National  Industrial  Council. 

The  NAM  shares  the  general  concern  about  the  rising  costs  of  health  care  (97  percent 
of  our  members  provide  it  as  part  of  their  basic  benefit  package),  as  well  as  the  increasing 
number  of  uninsured  Americans.  The  high  costs  of  health  insurance  make  it  increasingly  difficult 
for  American  firms  to  compete  globally. 

We  are  also  very  concerned  about  sharp  increases  in  the  costs  of  workers'  compensation 
which  threatens  the  viability  of  many  employers.  Medical  costs  are  rising  faster  in  these 
programs  than  in  general  health  care.  Of  the  approximately  $70  billion  spent  last  year  on 
workers'  compensation  costs,  60  percent  of  the  costs  were  spent  to  reimburse  injured  workers' 
for  lost  wages  and  impairment.  The  remaining  40  percent  covered  medical  costs,  which  were 
exacerbated  by  the  fact  that  workers'  compensation  medical  coverage  is  virtually  unlimited  in 
dollar  amount,  duration,  and  without  deductibles  or  co-payments. 

NAM'S  members  applaud  reform  efforts  and  will  evaluate  the  proposals  of  the  task  force 
dependent  on  their  content  as  well  as  in  the  context  of  the  health  care  reform  proposal. 
Programs  that  contain  costs,  both  in  group  health  care  and  workers'  compensation  health  care, 
would  represent  a  substantial  improvement  over  the  current  system.  But  workers'  compensation 
has  unique  features  that  cannot  be  ignored  if  any  reforms  are  to  succeed. 

In  addition  to  providing  indemnity  payments  and  medical  care,  workers'  compensation 
is  also  a  rehabilitation  program.  The  goal  of  workers'  compensation  is  to  promptly  restore 
injured  employees  to  productivity.  Prompt,  high  quality  medical  treatment  for  injured  workers 
must  be  provided  with  this  critical  goal  in  mind.  The  most  successful  programs  feature  the 
ongoing  involvement  of  the  employer  to  assure  mat  the  employee  is  fully  supported  in  his  or  her 
total  medical  care  and  return  to  employment  Employer  involvement  ensures  mat,  when 
possible,  jobs  are  modified  to  foster  rehabilitation  and  an  early  return-to-work. 

Workers'  compensation  is  also  unique  in  that  it  provides  all  medical  care  at  no  cost  to 
the  employee.    Full  medical  care  is  provided  for  the  duration  of  the  work-related  injury  or 
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illness,  regardless  of  where  he  or  she  may  be  employed.  It  can  include  physical  therapy, 
chiropractic  care,  vocational  rehabilitation  and  other  services  beyond  the  scope  of  many  health 
plans.  As  government-funded  plans  such  as  Medicare  and  group  health  plans  intensified  cost- 
containment  efforts  over  the  past  decade  (which  have  limited  reimbursement  levels  and  services 
available),  there  has  been  a  dramatic  cost-shift  to  workers'  compensation.  In  addition  to 
receiving  payment  for  lost  wages  (indemnity  benefits),  employees  know  they  can  receive  more 
treatment  -  often  at  physicians  of  their  choice  -  at  no  cost,  through  workers'  compensation. 
As  a  result,  medical  providers,  facing  stringent  fee  schedules  and  discounts  in  Medicare  and 
group  health  plans,  often  treat  workers'  compensation  claimants  at  significantly  higher  rates. 

Both  the  emphasis  on  return  to  employment  and  the  provision  of  comprehensive  medical 
care  at  no  cost  to  the  employee,  which  are  long  standing  features  of  our  nation's  workers' 
compensation  systems,  need  to  be  comprehended  in  any  proposal  to  include  workers' 
compensation  medical  services  in  a  national  health  care  reform  package.  While  the  cost  of 
workers'  compensation  medical  services  are  an  increasingly  important  expense  component,  the 
majority  of  workers'  compensation  expense  is  still  devoted  to  providing  benefits  related  to  time 
lost  from  work  which  also  needs  to  be  effectively  controlled.  As  a  consequence,  an  employer's 
current  ability  to  influence  medical  treatment  decisions,  thereby,  facilitating  rehabilitation  and 
an  employe's  speedy  return  to  work,  must  not  be  compromised  in  any  new  proposal. 

NAM  members  are  concerned  about  their  employees.  They  want  to  continue  to  provide 
them  with  affordable,  high-quality  health  care.  Many  of  the  programs  voluntarily  provided  by 
NAM  companies  provide  the  best  protection  available  today.  We  hope  that  the  programs 
developed  by  the  Task  Force  will  allow  us  to  continue  to  provide  affordable,  quality  care  for  our 
employees.   In  developing  any  reform  program,  we  suggest  the  following  list  of  guidelines: 


GUIDELINES  BY  WHICH  THE  NAM  WOULD  JUDGE  ANT  PROPOSAL  THAT  WOULD 
INCLUDE  THE  MEDICAL  PORTION  OF  WORKERS'  COMPENSATION  IN  THE  HEALTH 
CARE  REFORM  PROPOSAL 

Safety  in  the  Workplace 

Good  safety  practices  protect  employees.  Injury  prevention  should  be  a  primary  focus  of 

employers.  Employees  must  recognize  their  personal  responsibilities  to  ensure  their  own  safety. 

Self-Insurance 

Self-insurance  promotes  employer  accountability.  Since  the  employer  is  directly  responsible  for 
medical  and  indemnity  losses  when  they  self-insure,  it  should  remain  a  viable  alternative  for 
financially  responsible  companies.  Case  management  must  stay  with  employers,  as  only 
employers  have  real  incentives  to  minimize  costs. 

Experience  Rating 

Pricing  should  remain  "risk-adjusted"  to  ensure  that  prior  safety  and  wellness  efforts  by 

employers  and  employees  are  reflected  and  encouraged  to  continue. 
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Return-to-Work 

The  focus  of  any  workers*  compensation  medical  system  must  be  to  achieve  the  timely  return 

to  work  of  any  injured  employee. 

Determination  of  Work  Relatedness 

Under  any  proposal  to  include  the  medical  portion  of  workers'  compensation  in  the  health  care 
reform  bill,  care  must  be  taken  to  assure  that  a  physicians  opinion  as  to  causation  and  the  extent 
or  duration  of  impairment  not  be  influenced  in  any  systematic  way.  For  example,  in  a  merged 
system,  the  physician  in  an  HMO  may  have  an  incentive  to  characterize  the  injury  as  work 
related  if  the  HMO  is  entitled  to  a  premium  adjustment  for  its  volume  of  workers'  compensation 
cases.  In  addition,  whatever  this  affect  would  have  on  medical  costs,  it  will  certainly  have  an 
affect  on  indemnity  costs. 

All  Inclusive 

If  the  medical  portion  of  workers'  compensation  is  included  in  the  national  health  care  reform 
proposal,  all  workers'  compensation  medical  programs  under  both  state  and  federal  laws  should 
be  included.  Individual  jurisdictions  should  not  have  the  option  to  opt  out  of  the  system. 

Costs 

Any  federal  system  mandating  or  affecting  employer-provided  health  insurance  programs  must 
also  be  mindful  of  the  unique  character  of  workers'  compensation  related  medical  benefits  and 
take  all  necessary  steps  to  prevent  cost  shifting  from  the  former  to  the  latter. 

Any  statutory  changes  implementing  a  system  combining  elements  of  health  insurance  and 
workers'  compensation-related  medical  services  must  lead  to  overall  financial  savings  for 
employers  that  presently  provide  both.  Overall  system  costs  must  be  decreased,  including  the 
wage  replacement  costs  associated  with  workers'  compensation. 

Whether  or  not  there  is  a  role  for  cost  sharing  by  employees  will  have  to  be  further  explored. 
The  NAM  recognizes  the  controversial  nature  of  this  issue,  but  also  realizes  that  a  new  health 
system  may  contain  proposals  not  traditionally  considered. 

Simplification  should  reduce  unnecessary,  non-productive  costs  and  services.  Elimination  of 
these  costs  will  make  more  dollars  available  for  care. 

Treatment  Standards 

There  must  be  treatment  standards  that  prescribe  the  protocols  to  be  used  and  the  duration  of 

treatment.  Services  for  work-related  and  non-work-related  injuries  should  be  uniform.  There 

should  be  no  perverse  incentives  for  providers  to  select  workers'  compensation  versus  group 

health.  It  is  understood  that  certain  additional  services  for  work-related  injuries  may  be  needed 

over  and  above  the  basic  treatment  standards,  such  as  physical  therapy  and  vocational 

rehabilitation. 
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Providers 

The  quality  of  care  available  should  be  retained  or  improved,  but  inappropriate  medical 
treatment,  testing  and  delays  in  returning  injured  employees  to  work  must  be  prevented. 
Medical  providers  should  maintain  objectivity  and  independence  in  fact  and  in  appearance.  The 
program  should  discourage  all  self-referral  by  medical  providers. 

Comprehensive,  specialized  services  must  be  readily  available  to  treat  work-related  injuries. 

Employers 

Employers  must  retain  the  ability  to  manage  work-related  medical  and  disability  benefits. 

Employers  should  work  closely  with  medical  providers  in  the  design  of  meaningful  rehabilitation 
programs. 

Employers  should  have  the  sole  choice  of  workers'  compensation  provider/services. 

Litigation/Dispute  Resolution 

Any  proposal  to  include  the  medical  portion  of  workers'  compensation  in  a  national  health  care 
system  should  be  designed  to  reduce  medical/legal  issues.  State  or  federal  workers' 
compensation  agencies  should  retain  the  authority  to  settle  disputes. 

The  "exclusive-remedy"  provisions  of  workers*  compensation  should  be  preserved  and  even 
enhanced  to  reduce  non-productive  costs  of  litigation. 

All  present  employer  defenses  and  procedural  due-process  rights  under  federal  and  state 
compensation  statutes  must  be  preserved.  No  presumption,  inference,  or  estoppel  theory  can 
attach  to  any  medical  treatment  provided  under  the  proposed  system,  i.e. ,  the  HTPC  (or  whatever 
it  is  currently  called)  must  have  no  role  whatsoever  in  determining  causality. 

If  there  are  provisions  in  any  health  care  reform  proposal  aimed  at  preventing  criminal  and  civil 
fraud  and  reducing  excesses  in  medical  malpractice  litigation,  these  same  provisions  should  be 
available  to  workers'  compensation  medical. 

Fraud 

Fraud  by  any  party  should  be  subject  to  criminal  and  civil  penalties. 

Health  Care  Administering  Agencies  (Health  Alliances/HIPCs/AHPs,  etc.) 
No  health  insurance  reform  proposals  should  carry  requirements  to  collect  and  forward  to  federal 
government  agencies  (such  as  OSHA)  information  on  occupational  injuries  and  illnesses.  Current 
reporting  requirements  should  remain  with  the  employer. 

Indemnity 

The  new  system  cannot  be  a  vehicle  to  expand  any  federal  mandates  or  benefit  expansion  of 

workers'  compensation  indemnity  benefits. 
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Employer  Provided  Emergency  Medical  Services 

Employers  must  be  able  to  continue  to  provide  on-site  emergency  medical  services  under  any 

health  care  proposals. 


CONCLUSION 

The  NAM  will  review  any  health  care  reform  proposal  that  includes  workers' 
compensation  against  the  above  guidelines  and  in  the  overall  context  of  the  health  care  reform 
proposal.  Although  some  proposals  currently  under  discussion  are  not  necessarily  what  the  NAM 
would  suggest,  we  remain  willing  to  explore  the  concept  and  trust  that  our  words  will  carry 
weight  in  the  legislative  process.  It  should  be  noted  that  most  of  our  state  manufacturers 
associations  are  opposed  to  any  federal  involvement  with  state  workers'  compensation  programs. 

One  major  concern  of  the  NAM'S  which  has  not  been  addressed  in  this  paper  is  the  issue 
of  financing  a  reform  proposal.  How  any  proposal  is  financed  could  dramatically  impact  our 
position.  Again,  we  will  review  any  reform  proposal  in  its  overall  context,  but  financing  is  of 
major  concern  to  NAM  members. 

The  NAM'S  positions  will  undoubtedly  change  based  on  the  specifics  of  any  proposals. 
If  and  when  a  written  position  is  provided  by  the  White  House,  the  NAM  will  use  these 
guidelines  as  a  basis  to  judge  any  proposal.  Shortly  thereafter,  we  will  provide  additional 
comments  to  the  White  House. 


Notice:  This  paper  was  prepared  by  the  NAM'S  Workers'  Compensation  Subcommittee. 
Additional  information  about  this  paper  can  be  obtained  by  contacting: 

Mark  Stuart 

Associate  Director,  Risk  Management 

National  Association  of  Manufacturers 

1331  Pennsylvania  Avenue.,  NW 

Washington,  DC  20004-1703 

Telephone:   (202)637-3128 

Fax:  (202)  637-3182 


217 


W 


THE  EMPLOYMENT  IMPACT  OF 

PROPOSED  HEALTH  CARE  REFORM  ON 

SMALL  BUSINESS 


*  *  HOLD  FOR  RELEASE  UNTIL  10  AM  *  * 
*  *THURSDAY.  MAY  20.  1993  *  * 


Prepared  for: 

THE  NFIB  FOUNDATION 

Affiliate  of 
The  National  Federation  of  Independent  Business 


Prepared  by: 

CONSAD  RESEARCH  CORPORATION 

Contact:   Terry  Hill  or  Angela  Jones  -  202/554- 

9000 


600  Maryland  Avenue.  SW,  Suite  700  •  Washington,  DC  20024  •  202  554  9000  •  Fax  202  554-0496 
The  Guardian  of  Small  Business  for  Fi/ly  years 


218 


WHAT  IS  NFIB? 


The  National  Federation  of  Independent  Business  is  the  nation's  largest  advocacy  organization  representing  small 
and  independent  businesses.  With  an  audited  membership  of  more  than  600,000  business  owners,  NFIB  is  a 
melting  pot  of  commercial  enterprise:  high-lech  manufacturers  and  family  farmers,  neighborhood  retailers  and 
service  companies. 

Founded  a  half-century  ago  in  1943,  NFIB  was  created  to  give  small  and  independent  business  a  voice  in 
governmental  decision  making.  Today,  the  organization  remains  true  to  its  charter  of  advancing  the  concerns  of 
small-business  owners  among  state  and  federal  legislators  and  regulators. 

Two  fundamental  differences  make  NFIB  stand  out  from  most  other  associations.  First,  using  direct  balloting,  its 
overall  membership — not  steering  committees  or  its  board  of  directors — determines  NFIB  policies.  Second,  to 
prevent  undue  influence  by  one  member  or  group  of  members,  dues  are  capped  Minimum  dues  are  $97;  the 
maximum  contribution  is  $  1 ,000. 

Because  of  these  two  factors,  NFIB  s  positions  advance  the  consensus  of  the  business  community  rather  than  the 
narrow  interest  of  any  particular  trade  group.  Once  the  ballots  are  tallied — five  times  a  year  on  federal  issues  and 
at  least  once  a  year  on  state  issues — NFTJJ's  lobbyists  carry  the  message  to  Congress  and  the  state  legislatures, 

backed  by  the  clout  of  thousands  of  small-business  owners. 

With  federal  legislative  offices  in  Washington,  DC,  and  state  legislative  offices  in  all  50  capitals,  NFIB  ensures  an 
effective  small-business  voice  within  key  lawmaking  circles.  Support  for  NFIB  s  operations  is  provided  by  its 
administrative  office  in  Nashville,  Tennessee. 


(Membership  Profile  Charts,  Over) 
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NFIB  MEMBERSHIP  PROFILE 


NFIB's  national  membership  spans  the  spectrum  of  business  operations,  ranging  from  one-person  "cottage"  enter- 
prises to  firms  with  hundreds  of  employees.    Its  total  membership  employs  more  than  7  million  people  and  reports 
annual  gross  sales  of  approximately  $747  billion. 


While  there  is  no  standard  definition  of  an  "average"  small  business,  the  typical  NFIB  member  employs  five  workers 
and  reports  gross  sales  of  around  $250,000  per  year. 
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PREFACE 

This  CONSAD  Research  Corporation  study  on  the  employment 
impacts  of  five  separate  national  health  care  proposals  was  funded 
by  the  National  Federation  of  Independent  Business.  The  effects  of 
the  proposed  health  care  measures  on  small  businesses  are  presented 
by  firm  size  and  state.  This  study  is  an  extension  of  CONSAD' s 
extensive  work  in  the  field  of  economic  impact  modelling. 

This  report  is  the  result  of  work  performed  by  Mark  A. 
Joensen,  MS,  Fred  Rueter,  PhD.,  and  Wilbur  Steger,  PhD. 
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EXECUTIVE  SUMMARY 

Numerous  potential  solutions  to  the  weaknesses  of  the  current 
health  care  system  in  the  United  States  have  been  proposed  in 
recent  years.  This  CONSAO  report  estimates  the  effects  of  five 
specific  national  health  care  reform  proposals  on  employment  in 
millions  of  small  businesses.  This  report  utilizes  the  same 
methods  employed  in  CONSAO' s  earlier  report  for  the  Health  Care 
Financing  Administration,  Employment  Impacts  Associated  with 
Proposed  Employer  Health  Insurance  Options  (1993) ,  which 
investigated  the  total  employment  impact  on  both  large  and  small 
business. 

The  proposals  examined  are  the  most  recent  plans  put  before 
the  public: 

•  H.R.  5936:   The  Managed  Competition  Act  of  1992  (the 
House  proposal) 

•  S.  1227:  HealthAmerica:  Affordable  Health  Care  for  All 
Americans  Act  (the  Senate  proposal) 

•  A  California  Health  Care  System  for  the  21st  Century  (the 
California  proposal) 

•  The  21st  Century  American  Health  System,  devised  by  the 
Jackson  Hole  Group  (the  Jackson  Hole  Group  proposal) 

•  The  Heritage  Foundation  Consumer  Choice  Health  Plan  (the 
Heritage  Foundation  proposal) 

Each  proposal,  except  the  Heritage  Foundation  proposal, 
contains  provisions  that  will  require  industry  to  expand  its  role 
in  providing  and  paying  for  health  care  insurance  for  employees. 
If  the  resulting  labor  cost  increases  are  large  enough,  employers 
will  compensate  by  changing  other  components  of  their  employees' 
compensation  and  benefits  packages  or  their  employment  status. 
This  study  estimates  the  numbers  of  jobs  that  will,  consequently, 
be  affected,  and  the  proportions  of  those  jobs  that  will  be  placed 
at-risk,  if  each  of  the  proposed  employer  mandate  based  health  care 
systems  are  implemented. 

The  potential  impact  on  jobs  is  only  one  important  issue 
relevant  to  the  health  care  debate.  Other  important  concerns 
include  the  increased  number  of  individuals  and  families  with 
health  care  insurance,  and  the  potential  effect  of  the  proposals  on 
the  national  budget  deficit.  These  potential  consequences  are  not 
considered  in  this  study,  although  they  surely  must  be  considered 
before  selecting  and  implementing  any  of  the  proposed  systems.  The 
particular  importance  of  job-impact  studies  —  our  focus,  here  — 
derives  from  the  fact  that  nearly  all  health  care  reform  proposals 
involve  the  funding  of  employee  health  care  insurance  coverage  by 
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employers.  Although  a  reform  proposal  may  mandate  payment  for 
insurance  for  employees,  an  employer  retains  the  option  of  changing 
other  terms  or  conditions  of  a  worker's  employment  to  reduce  or 
eliminate  the  new  financial  burden  resulting  from  the  reform 
provisions.  Thus,  the  potential  for  substantial  jobs  impacts, 
including  job  losses  and  jobs  placed  at-risk. 

The  earlier  report,  regarding  the  total  employment  affected, 
concluded  that  the  number  of  employees  whose  jobs  characteristics 
are  adversely  affected  by  the  four  employer  mandate  proposals  range 
from  approximately  15.7  million  (almost  20%  of  the  total  private 
sector  employment)  to  25.8  million  (about  one-third  of  the  total). 
The  proposals  differ  even  more  markedly  with  respect  to  jobs 
severely  and  adversely  affected,  ranging  from  a  few  hundred 
thousand  workers  whose  jobs  will  be  at-risk  under  the  proposed 
House  proposal  to  more  than  20  million  workers  under  the  proposal 
that  imposes  the  largest,  least  voluntary  costs  on  employers. 

This  report  reaches  the  following  conclusions  regarding  the 
employment  impacts  of  these  proposals  on  small  businesses: 

1.  The  jobs  of  aa  many  as  6.6  million  to  16.5  million  small 
businesses  workers,  depending  on  the  proposal,  are  at 
substantial  risk  during  the  first  several  years  of  the 
operation  of  these  plans.  In  addition  to  an  increase  in 
the  jobless,  substantial  numbers  of  other  workers  will 
experience  tangible  adverse  changes  in  their  terms  of 
employment:  reductions  in  wages  and  hours  worked, 
increased  frequency  and  duration  of  layoffs,  and 
diminished  prospects  for  job  growth. 

2.  Saall  business  job  losses  will  be  substantial  unless 
there  is  great  flexibility  and  choice  in  the  employer- 
employee  relationship,  while  this  study  does  not  focus 
on  job  losses,  a  conservative,  lower-bound  estimate 
yields  a  range  of  390,000  to  900,000  lost  jobs  for  the 
three  rigorous  business  mandated  proposals  (California, 
Senate,  Jackson  Hole)  and  negligible  job  losses  for  the 
House  and  Heritage  proposals.  An  upper-bound  estimate 
finds  the  range  for  the  three  rigorous  mandates  to  lie 
between  650,000  and  1.5  million  job  losses.  A  mean  best- 
estimate  for  the  current  mandated  proposals  exceeds  one 
■illion  jobs  lost. 

3.  Saall  business  job  consequences  will  vary  among  states 
and  business  sises.  California  and  Texas  will  feel  the 
largest  effects  of  health  care  reform,  in  terms  of  total 
number  of  impacted  jobs  and  the  percentage  of  total 
employment  that  will  be  severely  affected.  As  a  general 
rule,  the  smaller  the  size  of  a  business,  the  larger  is 
the  impact  in  any  given  state. 
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The  Percentage  of  Total  Employment  at-Risk 
in  Small  Businesses  Based  on 
Health  Care  Reform  Proposals 
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4.  Alternatives  to  increased  corporate  mandates  have 
substantially  different  jobs  effects.  Payment  schemes 
different  from  business  mandates  —  such  as  a  value-added 
tax,  a  personal  income  tax,  sin  taxes,  etal.  —  will 
have  decidedly  different  effects  on  small  business  jobs. 
Since  these  payment  schemes,  essentially,  are  not  taxes 
on  labor  (as  are  the  business  mandates),  they  are  likely, 
by  and  large,  to  have  a  lesser  impact  on  small  business 
jobs. 

As  for  the  differences  between  the  proposals: 

1.  The  Heritage  proposal  has  a  minimal  effect  on  jobs 
because  it  does  not  incorporate  a  mandate  that  requires 
employers  to  contribute  to  the  health  care  insurance 
coverage  of  employees.  The  proposal  achieves  universal 
coverage  through  individual  mandates.  Employer  provided 
health  insurance  is  one  of  several  sources  that  would 
fulfill  the  individual  requirement. 

2.  The  House  proposal  also  has  a  negligible  effect,  since  it 
does  not  require  employers  to  contribute  to  the  health 
care  premiums  of  any  additional  employees.  Instead, 
through  provisions  designed  to  reduce  the  price  of  health 
care  insurance,  the  proposal  is  intended  to  induce 
employers  to  voluntarily  contribute  to  the  health  care 
insurance  coverage  of  more  employees.  Thus,  although  the 
House  proposal  offers  increased  access  to  health  care 
insurance  with  broad  risk  pools  and  reduced  premiums,  it 
does  not  achieve  universal  coverage. 

3.  The  Jackson  Hole  Group  proposal,  requires  the  largest 
contribution  by  employers  for  health  care  insurance 
coverage  for  their  employees.  Under  this  proposal, 
employers  will  be  required  to  pay  a  specified  percentage 
of  the  health  care  premiums  of  all  of  their  full-time 
employees,  and  to  pay  a  tax  equal  to  a  specified 
percentage  of  the  wages  of  all  of  their  part-time 
employees.  The  adverse  job  consequences  are  greatest 
under  this  proposal. 

4.  The  Senate  proposal  is  estimated  to  produce  the  second 
largest  impact  on  jobs.  The  Senate  proposal  is  similar 
to  the  Jackson  Hole  Group  proposal,  except  for  the 
inclusion  of  a  substantial  tax  credit  on  contributions  by 
small  firms  for  their  employees'  health  care  insurance 
premiums.  Since  small  firms  employ  approximately 
57  percent  of  all  workers,  and  because  a  larger  than- 
average  percentage  of  workers  employed  by  small  firms 
have  low  incomes,  the  Senate  proposal  has  less  impact  on 
jobs  than  the  Jackson  Hole  Group  proposal. 
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5.  The  California  proposal  will  have  the  third  largest 
impact  on  small  business  jobs.  This  proposal  requires 
all  employers  to  pay  a  tax  equal  to  a  specified 
percentage  of  the  wages  and  salaries  of  all  of  their 
full-time  employees  to  finance  the  provision  of  health 
care  insurance  coverage. 

While  this  study  does  not  make  precise  estimates  of  the 
demographic  characteristics  of  the  affected  and  at-risk  small 
business  job-holders,  the  results  of  the  earlier  cited  CONSAD 
(1993)  study  are  held  to  be  fully  applicable,  here.  These  earlier, 
results  demonstrate  that  the  individuals  whose  jobs  will  be  most 
impacted  by  proposed  health  care  reform  are,  to  large  measure,  the 
same  individuals  who  are  currently  uninsured.  The  individuals  who 
are  intended  to  benefit  from  increased  health  care  insurance 
coverage  as  a  result  of  the  proposed  health  care  reforms  thus  will 
paradoxically  also  experience  the  largest  risk  of  adverse  changes 
in  their  terms  and  conditions  of  employment  due  to  the  proposals. 


xi 
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1.0  INTRODUCTION 

The  singular  attention  that  been  paid  to  the  issue  of  health 
care  reform  by  the  Clinton  administration  during  its  first  100  days 
is  rivaled  only  by  the  administration's  concern  with  the  creation 
of  new  jobs.  These  two  important  issues  —  high  health  care  costs 
and  limited  access  to  health  insurance  coverage  on  the  one  hand, 
and  an  economic  recovery  without  job  creation  on  the  other  —  are 
often,  at  cross  purposes.  Economic  analyses  like  this  CONSAD  study 
are  vital  for  the  understanding  of  the  interdependence  of  health 
care  reform  and  job-creation.  Clearly,  a  healthier  workforce  is 
critical  to  the  achievement  of  a  more  productive  and  competitive 
America.  And  an  economically  effective  health  care  industry  will, 
itself,  yield  a  rich  supply  of  needed,  well-paying  jobs. 

The  trick  is  how  to  implement  a  health  care  reform  proposal 
without  seriously  damaging  the  job-creation  engine  comprised  of 
more  than  5  million  small  independent  enterprises  employing 
approximately  59  million  people  and  the  more  than  11  million  self- 
employed  Americans  (Paris,  1992).  With  the  news  of  IBM,  GM,  and 
Sears,  the  American  public  has  come  to  learn  the  hard  way  that  the 
overwhelming  majority  of  new  jobs  are,  and  will  continue  to  be, 
created  by  small  businesses.  According  to  a  recent  report  by  the 
Congressional  Joint  Economic  Committee  (Joint  Economic  Committee, 
1992),  small  businesses  created  67  percent  of  all  new  jobs  between 
1982  and  1990.  During  the  same  time  period,  the  smallest  of  these 
firms  —  those  with  less  than  20  employees  —  are  credited  with 
generating  51  percent  of  the  increase  in  employment.   That  this 
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trend  is  almost  certain  to  continue  gains  support  when  merging 

Bureau  of  Labor  Statistics  (BLS)  industry  by  industry  employment 

growth  projections  with  industries  dominated  by  small  businesses. 

The   industries  the  BLS  expects  to  grow  most   rapidly  are 

alldominated  by  small  businesses  (NFIB,  forthcoming). 

Many  health  care  reform  proposals,  in  particular  those 

proposals  that  require  employers  to  provide  health  insurance 

coverage  for  their  full-  and  part-time  employees  in  inflexible  and 

universal  ways,  may  have  unintended  perverse  consequences  on  the 

huge  job-creation  capacity  of  small  business.   The  increase  in 

labor  costs  to  businesses  due  to  mandated  health  care  coverage  may: 

e  Force  employers  to  reduce  the  wages  and  benefits  of 
numerous  workers,  lay  off  many  others,  and  possibly  cease 
operation. 

•  Reduce  or  totally  eliminate  the  ability  of  employers  to 
adapt  health  benefits  to  the  needs  of  their  employees  and 
enterprises. 

e  Constrain  existing  businesses  from  expanding  and  creating 
new  jobs. 

e  Inhibit  new  businesses  from  opening  their  doors.  (Faris, 
1992;  NFIB,  1992) 

The  focus  of  this  study  is  the  potential  impact  on  jobs  in 

small  independent  businesses  that  will  result  from  proposed  health 

care  reforms.  The  effect  of  such  reform  on  jobs  is,  clearly,  only 

one  concern  relevant  to  the  health  care  debate.  Other  important 

economic  and  non-economic  issues  are  not  included  in  this  study, 

e.g.:  the  ease  of  implementation  of  a  new  system;  the  number  of 

additional  workers  and  families  who  will  receive  health  care 

insurance  coverage;  the  possible  reduction  in  total  national  health 

care  expenditure;  and  the  improvement  in  the  health  care  status  of 
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all  Americans.  The  particular  importance  of  the  job-impact  issue 
derives  from  the  fact  that  nearly  all  health  care  reform  proposals 
involve  employer-funding  of  employee  health  care  insurance. 
Although  a  reform  proposal  may  mandate  payment  for  insurance  for 
employees,  an  employer  retains  the  option  of  changing  other  terms 
or  conditions  of  a  worker's  employment  to  reduce  or  eliminate  the 
new  financial  burden  resulting  from  the  health  care  reform 
provisions.  As  a  result,  a  health  care  reform  proposal  may, 
paradoxically,  adversely  affect  the  employment  conditions  of  the 
particular  groups  of  workers  that  it  is  intended  to  help  with 
enhanced  health  care  insurance  coverage.  Therefore,  the  potential 
effects  on  jobs  must  be  analyzed  before  the  overall  effect  of  a 
health  care  proposal  can  be  evaluated  in  full. 

The  purpose  of  this  study  is  to  examine  and  quantify  the 
features  and  effects  of  rigorously-defined  mandated  employer- 
provided  health  insurance  that  concern  owners  of  small  businesses. 
Some  relevant  questions  to  be  addressed  are;  To  what  extent  is 
universal  employer-provided  insurance  coverage  likely  to  impact 
jobs?  Which  small  businesses  and  employees  will  be  affected  the 
most?  In  which  geographic  locations  of  the  country  are  job  impacts 
likely  to  be  most  severe?  and,  Which  features  of  proposes  health 
care  reform  produce  the  largest  job  impacts? 

This  study  is  unique  in  its  specificity  and  forecasting 
interests.  It  could  not  have  come  about,  however,  without  the 
previous  CONSAD  studies  (1990a,  1992a,  1992c,  1993)  which  examine 
the  sensitivity  of  the  number  of  potentially  affected  jobs,  and  the 
number  of  jobs  at-risk,  to  changes  in  the  criterion  values  used  to 
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classify  percentage  changes  in  employer's  labor  costs.  Also 
important  were  the  studies  of  cost-shifting  from  uninsured  users  of 
health  care  services  pay  to  the  insured.  This  form  of  cost- 
shifting  have  been  shown  to  account  for  as  much  as  20  to  30  percent 
of  health  care  insurance  premiums  (U.S.  Department  of  Health  and 
Human  Services,  1992;  Zedlewski,  1990;  Zedlewski  et  al.  ,  1992b). 
Previous  studies  of  job  impacts,  across  all  industry  sizes,  have 
estimated  that,  depending  on  the  specific  health  care  reform 
proposal: 

•  9.1  million  jobs  will  be  at-risk  (CONSAD,  1992a). 

•  710,000  workers  may  lose  their  jobs  in  the  first  year  of 
implementation  (Joint  Economic  Committee,  1992). 

•  200,000  to  1.2  million  workers  may  lose  their  jobs 
(Employee  Benefit  Research  Institute,  1987). 

For  the  most  part,  these  earlier  efforts  did  not  evaluate  a 

cross-section  of  health  care  proposals,  focusing  instead  on  pay-or- 

play  employer  mandates.   The  most  recent  CONSAD  (1993)  study, 

however,  assesses  several  health  care  reform  proposals  which  have 

been  advocated  in  Congress  and  in  the  private  sector  during  the 

past  several  years.  Four  prominent  proposals  were  analyzed  in  that 

report  with  regard  to  their  potential  effects  on  private  sector 

employment.  The  proposals  considered  were: 

•  H.R.  5936  -  The  Managed  Competition  Act  of  1992 

•  S.  1227  -  HealthAmerica:  Affordable  Health  Care  for  All 
Americans  Act 

•  A  California  Health  Care  System  for  the  21st  Century 

•  The  21st  Century  American  Health  System,  devised  by  the 
Jackson  Hole  Group. 
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These  four  proposals  and  one  additional  proposal.  The  Heritage 
Consumer  Choice  Health  Care  Plan,  are  analyzed  in  this  report 
according  to  their  small  business  job  consequences. 

A  brief  description  of  the  five  health  care  reform  proposals 
examined  in  this  report  appear  in  Chapter  2.0.  The  research 
methodology  used  to  analyze  their  potential  effects  on  employment 
is  explained  in  Chapter  3.0.  Results  from  the  analysis  are 
summarized  in  Chapter  4.0  and  conclusions  indicated  by  the  research 
are  summarized  in  Chapter  5.0. 
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2.0  HEALTH  CARE  REFORM  PROPOSALS 

The  five  health  care  reform  proposals  analyzed  in  this  report 
are  representative  of  the  many  health  care  reform  initiatives 
currently  under  consideration.   They  include: 

•  H.R.  5936  -  The  Managed  Competition  Act  of  1992 

•  S.  1227  -  Health America:  Affordable  Health  Care  for  All 
Americans  Act 

•  A  California  Health  Care  System  for  the  21st  Century 

•  The  21st  Century  American  Health  System,  devised  by  the 
Jackson  Hole  Group 

•  The  Heritage  Consumer  Choice  Health  Plan,  devised  by  The 
Heritage  Foundation 

A  detailed  description  of  the  H.  5936  proposal,  the  S.  1227 

proposal,  the  California  Health  Care  System,  and  the  Jackson  Hole 

Group  proposal  is  found  in  a  previous  CONSAD  (1993)  report.   In 

that  report,  these  four  proposals  are  reviewed  with  regard  to  their 

effects  on  employers,  employees,   the  self-employed,  and  the 

unemployed.  A  brief  description  of  all  five  proposals  appears  in 

this  section.   This  section  also  includes  summary  tables  designed 

to  facilitate  comparison  of  the  pertinent  provisions  of  the 

different  proposals. 

2.1  H.R.  5936  -  The  Managed  Competition  Act 
of  1992 

The  Managed  Competition  Act  of  1992  was  introduced  to  the 
House  of  Representatives  by  Rep.  Cooper  of  Tennessee  during  the  2nd 
Session  of  the  102nd  Congress.  It  was  developed  by  the  Task  Force 
on  Health  Reform  of  the  Conservative  Democratic  Forum,  with 
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assistance  from  the  Mainstream  Democratic  Forum.  These  two  groups 
drew  heavily  from  the  work  of  the  Jackson  Hole  Group,  and  from  the 
"Patients  First"  report  of  American  Healthcare  Systems,  a  not-for- 
profit  hospital  chain  (Conservative  Democratic  Forum,  1992). 

The  proposal  has  been  characterized  by  the  media  as  the  first 
health  care  reform  proposal  embodying  managed  competition  that  has 
reached  Congress.  Variations  of  the  managed  competition  approach 
to  health  care  reform  have  been  endorsed  by  the  New  York  Times; 
Fortune  magazine;  scholars  at  the  Brookings  Institution,  the 
Progressive  Policy  Institute,  and  the  American  Enterprise 
Institute;  and  health  policy  leaders  such  as  California's  Insurance 
Commissioner  John  Garamendi.  The  stated  intent  of  the  House 
proposal  is  to  allow  competition  to  drive  the  health  care  market, 
with  the  federal  government  providing  incentives  to  health  care 
providers  to  maintain  universally  accessible,  high-quality  care  and 
medical  innovation  at  reasonable  cost. 

The  authors  of  the  House  proposal  contend  that  their  reformed 
health  care  system  will  be  self-supporting  and  will  not  contribute 
to  the  federal  deficit.  The  Federal  funding  for  health  care 
provided  to  individuals  currently  without  health  insurance  will 
derive  from  three  sources:  (1)  additional  income  tax  revenues 
obtained  by  reducing  the  tax  deduction  available  to  employers  and 
individuals  for  health  insurance  contributions,  (2)  channeling  the 
funds  currently  used  for  the  Medicaid  program  into  a  new  direction, 
and  (3)  elevating  the  income  limit  for  mandatory  contributions  to 
Medicare  to  a  level  above  $130,200. 
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The  provisions  of  the  House  proposal  that  are  pertinent  to  the 
analysis  described  in  this  report  are  summarized  in  Table  2.1. 

2.2  S.  1227  -  HealthAmerica:  Affordable 
Health  Care  for  All  Americans  Act 

The  HealthAmerica:  Affordable  Health  Care  for  All  Americans 
Act  was  introduced  to  the  Senate  by  Sen.  Mitchell  of  Maine  during 
the  1st  Session  of  the  102nd  Congress.  Hereafter  in  this  report, 
S.  1227  will  be  referred  to  as  the  Senate  proposal. 

The  Senate  proposal  is  comprised  of  initiatives  to  reform  the 
current  health  care  system  through  a  series  of  "play  or  pay" 
mechanisms.  The  intent  of  the  proposal  is  to  compel  employers 
either  to  provide  health  care  insurance  to  each  of  their  employees 
(play)  or  to  be  subject  to  a  payroll  tax  if  they  choose  not  to 
provide  insurance  (pay).  Variations  of  this  approach  to  health 
care  reform  have  been  put  forward  in  other  proposals  sponsored  by 
the  Pepper  Commission,  by  the  National  Leadership  Coalition  for 
Health  Care  Reform,  and  by  Chairman  Dan  Rostenkowski  of  the  House 
Ways  and  Means  Committee  in  the  bill  H.R.  3205.  The  stated  intent 
of  the  Senate  proposal  is  to  preserve  and  extend  the  U.S.  system  of 
employer-provided  health  care  insurance  (Joint  Economic  Committee, 
1992). 

The  Senate  proposal  will  require  new  revenues  to  fund  the 
direct  and  indirect  subsidies  required  to  operate  the  reformed 
system.  The  proposal  provides  for  the  transfer  of  Medicaid  monies 
into  the  system  to  provide  some  of  the  funding.   However,  the 
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proposal  also  anticipates  increasing  taxes  to  provide  the  balance 
of  the  subsidies  (Zedlewski  et  al. ,  1992). 

The  provisions  of  the  Senate  proposal  that  are  pertinent  to 
the  analysis  described  in  this  report  are  summarized  in  Table  2.2. 

2.3  A  California  Health  Care  System  for 
the  21st  Century 

The  principal  sponsor  of  the  California  Health  Care  System  for 
the  21st  Century  is  John  Garamendi,  Insurance  Commissioner  of  the 
State  of  California.  Hereafter  in  this  report,  this  proposed 
health  care  reform  will  be  referred  to  as  the  California  proposal. 

The  California  proposal  has  been  labeled  by  the  media  as  a 
modified  managed  competition  plan;  it  allows  for  some  competition 
among  providers,  while  maintaining  regulatory  policies  that  ensure 
equity  throughout  the  system.  The  proposal  evolved  from  ongoing 
discussions  with  the  California's  Insurance  Commissioner's  Health 
Care  Advisory  Committee  and  a  panel  of  health  care  experts. 

The  California  proposal  recommends  the  adoption  of  a  single, 
uniform  system  for  delivering  health  care  to  all  state  residents. 
The  proposal  will  consolidate  health  care  insurance,  workers' 
compensation  insurance,  and  the  personal  injury  component  of  motor 
vehicle  insurance  into  one  comprehensive  health  care  insurance 
program,  thereby  providing  individuals  with  the  same  protection  and 
services  regardless  of  when,  where,  or  why  an  injury  or  illness 
occurred.  The  analysis  in  this  report  extends  the  concepts 
contained  in  the  California  proposal  to  a  national  health  care 
system. 
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The  provisions  of  the  California  proposal  that  are  pertinent 
to  the  analysis  described  in  this  report  are  summarized  in  Table 
2.3. 

2.4   The  21st  Century  American  Health  System 
(devised  by  the  Jackson  Hole  Group) 

The  Jackson  Hole  Group  proposal  is  the  product  of  an  informal 
study  group  of  experts  that  meets  annually  in  Jackson  Hole,  Wyoming 
to  discuss  health  care  issues.  The  group  includes  Alain  Enthoven, 
Paul  Ellwood,  Lynn  Etheredge  and  others.  The  proposed  plan  is 
described  as  a  true  managed  competition  plan.  The  competitive 
market  structure  created  by  the  proposal  will  be  regulated  by 
government  management  of  private  health  care  insurers  and 
providers.  The  reformed  system  will  combine  the  professional  and 
cultural  values  of  a  private  system  working  in  concert  with 
governmental  efforts  to  assure  public  accountability,  universal 
coverage,  and  cost  containment. 

All  Americans  will  be  guaranteed  access  to  health  care 
insurance  plans  that  include  a  standard  package  of  uniform, 
effective  health  benefits  (UEHBs)  determined  by  newly  created 
national  standards  boards.  The  Jackson  Hole  Group  proposal  does 
not  explicitly  specify  the  content  of  the  standard  benefits 
package.  Some  employers  will  provide  employees  with  health  care 
insurance  by  contracting  directly  with  entities  that  combine  health 
care  insurers  and  providers  into  Accountable  Health  Partnerships 
(AHPs).  Individuals  who  are  not  provided  with  health  care 
insurance  by  their  employers  will  be  eligible  to  obtain  coverage 


12 


242 


(J 

o   a    a  a 

—     a  >  a  a 

o 

*   I  a   o-  a- 

E 

• 

O      c    «  -  <J  J 

> 

m   o  -   a  e  -  - 

o 

-  -  •   a  >  ♦• 

x  e   -  c  -o  >  <.  u 

E 

X 

i 

aacoaaaas 

a-si-Et-i-aQ 

m 

a  -  c  v  -  o.   a 

a 

c 

*•   E  a  a  3   a  o 

X 

> 

3 

a 

x 
a 
a 

a  a  a   a  a  l  l 

]•  v»  o  •  5  IO 

zoo.-ul«.uz 

a 
> 

0 

a 

o 
a 

a 

a 

a 

u 

& 

a    •■ 

a 

Q 

X 

o   a    a  a 

c   a     m  >  *  m 

i/i 

° 

O 

c 

a   i     u  -  a  - 

■  •ill 
a  a  •.     a  c  -  - 

o 

a 
a 

| 

- 

•  •  o   ♦•   «  >  - 

x  t  a     c  0  >  i.  o 

a 

X 

V 

o 

aaae   »  a  •  •  ^ 

a  x  x  o   Ell«o 

a 

c 

a 

- 

oo-   x— a   a 

o 

c 

c 

0 

-  —  —  a>   as   a? 

< 

a 

• 

ao.a<-*ao-<-<_ 
3EEoaoasao 

~ 

- 

X 

a 

z 

* 

aaaa«uka.uz 

c 

< 

z 

3 

a 

o 

E 

c 

a 

o 

E 

> 

a 

a 

■ 

o 

a 
c 

■ 

£ 

a 

o 

a 

> 

L 

c 

*■  a 

o 

a 

a 

a  a 

a 

e 

■ 

a 

«   -      a   a  >  a  a 

£  - 

3 

a   go    a   u  -  a  - 

-      ec   ca   «  «  u  j 

a 

••  c 

a 

a 

a 

a 

c 

3 

-  a  a  ».  a  a   a  c 

I  o 

a 

a 

> 

D 

*  a  .   o   •  «•   a  >  - 

a 

e 

3 

o 

a  u  a  «   o   c  o  >  i.  o 

k 

a 

J 

B 

> 

a—   aaoaaaaa:: 

i«-o-co-Eu<-ao 

a 

—  a 

i 

a  « 

> 

a 

D 

o   -  •  a  x-  a  a 

C  k 

3  3 

a 

C 

*f ol-oiii   a  o 

a  o  a 
i  «-  c 

■o  a 

q 

a 

*  «  -o*«i  a>i.  l 

c 

--atka-aoaoao 

>  k 

a 

■"  B«»*Ua>**Wk«hUZ 

-  c  - 

> 

o  o  a 

o  e 

k 

o 

a 

k  ^  k 

c  0 

0 

a 

u 

3 

c  - 

—  u 

u. 

3 

■o 

a  a  a 

O 

c 
a 

> 

c  u 

e  «■  e 

O 

,  « 

a 

o 

0 

• 

i:: 

•  : 

_ 

a 
a 

c 

O 

e 

• 
u 

0   k  k 

u  a 

—  a  a 

f  0 

• 

e 

o 

5 

o  w- 

-  e  a 

C  n 
-  a 

a 

a  • 

a  -  a 
3  W  a 
e 
coo 

m  • 

*• 

at  •  3 

<  z  z 

—  o 

u 

£  k 

"?2 

a 
I 

c 

a  •  > 

k  *»m 

:.? 

o  -  a 
ct.   a 
ak  C  ■ 

o  a  a 

•>  a  a 
io< 
«•  u  a 

c 

a  -   i 

_ 

I 

.is. 

k  ■ 

«  ao  - 

.  a 

a  ■  -a 

"  * 

a 

•  loi 

L 

a)  a 

°  o 

e 

*t 

• 

—  -e»  » 

k 

a  o 

■"  • 

•  a 

kkO- 

M 

»•  • 
e  > 

"  a  a  a 

e 

*-«•  o 

M  •-  - 

a 

a 

a 

■"  A 

!i 

•  -  -  a 
-oaf 
r-  «  u  a 

c 
o 

z 

e 
a 
z 

c 
o 
z 

a 

a 

e 

c 

u 

0 

! 

e 
a 

I 

a 

a 

C 

e 

? 

a 

• 

a 

b 

a 

L 

c 

c 

a 

a 

•  C 

e 

a 

ai 

%> 

al 

al 

«•  u 

u  o 

1 

„ 

,. 

2 

• 
e 

! 

c  e 

C  m 

0 

■ 

• 

a  k 

a 

x  a 

—  > 

e 

a 

a 

a  3 

■ 

a  - 

•  O 

k 

c 

a 

a 

a 

.? 

a 

a  a 

it 

e 

a 

> 

o 

a 

k 

o  a 

U 

■ 

H 

u 

h> 

u  a 

a 

u  < 

3  o  a 


c  a  a 

m  *  m 

u  o  a 

3  i. 

a  O  D 

c  a 

-  o  « 

a  - 

c  -  c 


a.  —  a 
-oa 
X  «  o 


243 


through  a  Health  Insurance  Purchasing  Cooperative  (HIPC),  a 
collective  purchasing  agent. 

The  subsidization  of  low  income  individuals  will  be  financed 
through  a  combination  of:  (1)  additional  revenues  obtained  from 
existing  federal  and  state  income  and  payroll  taxes  by  establishing 
a  limit  on  the  deductibility  of  employers'  payments  for  employees' 
health  care  insurance,  (2)  new  taxes  on  employers'  payrolls  and 
employees'  adjusted  gross  incomes,  and  (3)  state  revenues 
previously  devoted  to  care  for  the  uninsured. 

The  provisions  of  the  Jackson  Hole  Group  proposal  that  are 
pertinent  to  the  analysis  described  in  this  report  are  summarized 
in  Table  2.4. 

2.5  The  Heritage  Consumer  Choice  Health  Plan 

The  Heritage  Consumer  Choice  Health  Plan  was  developed  by  The 
Heritage  Foundation,  a  private  policy  research  institute  based  in 
Washington,  O.C.  Hereafter  in  this  report,  this  proposed  health 
care  reform  will  be  referred  to  as  the  Heritage  Foundation 
proposal. 

The  Heritage  Foundation  proposal  recommends  the  elimination  of 
the  tax  exclusion  available  to  employees  with  employer-provided 
health  care  insurance.  A  new  federal  tax  credit  on  contributions 
to  health  care  insurance  and  expenses  would  become  available  to  all 
families.  The  exact  nature  of  the  tax  credit  structure  is  not 
specifically  described  in  the  proposal.  All  taxpayers  will  be 
required  to  purchase  health  care  insurance,  privately  or  through 
their  employer,  under  this  proposal.   Employers  who  currently 
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provide  health  care  insurance  to  their  employees  will  be  given  the 
option  of  continuing  to  provide  coverage,  or  discontinuing  the 
employee  insurance  coverage  by  converting  the  current  value  of 
their  health  care  contributions  to  their  employees  wages. 
Employers  who  chose  to  continue  offering  employee  health  care 
insurance  must  add  the  value  of  the  coverage  to  the  taxable  income 
of  employees. 

The  subsidization  of  health  care  coverage  to  low  income 
families  is  an  optional  extension  of  the  basic  proposal.  The 
Heritage  Foundation  proposal  seeks  to  be  budget  neutral  after  this 
subsidy:  in  effect,  it  trades  the  tax  subsidy  for  subsidized 
vouchers. 

The  provisions  of  the  Heritage  Foundation  proposal  that  are 
pertinent  to  the  analysis  described  in  this  report  are  summarized 
in  Table  2.5. 
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3 . 0   METHODOLOGY 

CONSAD's  economic  job  impact  model  estimates  the  number  of 
jobs  potentially  affected  by  increases  in  the  cost  of  labor  to 
industry,  and  quantifies  the  severity  of  the  potential  job  impacts 
on  workers.  This  study  examines  labor  cost  increases  of  small 
businesses  due  to  potential  federal  mandates  requiring  the 
provision  of  and  payment  for  health  care  insurance  by  employers. 
The  increased  health  care  costs  a  business  may  experience  under  a 
health  care  reform  proposal  constitute  what  is,  in  effect,  an 
indirect  tax  on  labor.  In  this  study,  businesses  whose  health  care 
insurance  premiums  are  reduced  under  a  health  care  reform  proposal 
are  excluded  from  the  estimates  of  employment  impacts  that  follow. 
The  employment  impact  results  are  reported  separately  for 
businesses  in  different  size  ranges.  The  federal  mandates 
contained  in  three  of  the  five  health  care  reform  proposals  under 
consideration,  here,  are  described  in  the  literature  and  have  been 
briefly  summarized  in  Chapter  2.0.  A  detailed  summary  of  four  of 
the  proposals  (excluding  the  Heritage  proposal)  appears  in  a 
previous  CONSAD  (1993)  report. 

The  model  accumulates  data  from  databases  on  employment  and 
health  care  insurance  coverage,  and  analyzes  that  information  on 
the  basis  of  aggregate  values  for  health  care  insurance  cost  and 
coverage  parameters  from  the  available  literature  and  from  expert 
advice. 

The  distribution  of  private-sector,  non-farm  establishments  by 
employment  size,  industry  sector,  geographic  location,  and  payroll 
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level  is  obtained  from  the  County  Business  Patterns.  1987,  and  from 
TRINET  statistics.  The  County  Business  Patterns  database  is 
compiled  by  the  U.S.  Bureau  of  the  Census.  An  establishment, 
according  to  the  Bureau  of  Census,  is  a  single  geographic  location 
where  business  is  conducted  or  where  services  or  industrial 
operations  are  performed,  TRINET  is  a  market  survey  firm  that 
compiles  business  establishment  information  derived  from  interviews 
of  firms.  The  TRINET  data  used  in  this  study  were  collected  in 
1990. 

Individual  businesses  are  grouped  according  to  six  industry 
sectors  and  four  establishment  size  categories.  These  are  the  same 
industry  group  and  firm  size  categories  used  in  CONSAD's  previous 
work  (1992a,  1993)  as  well  as  by  The  Urban  Institute  (Zedlewski 
1990,  1992b),  and  are  dictated  by  the  structure  of  the  available 
employer  databases. 
The  six  industry  sectors  are: 

•  Non-farm  agriculture,  mining  and  construction; 

•  Manufacturing; 

•  Transportation,  communication  and  utilities; 

•  Wholesale  and  retail  trade; 

•  Finance,  insurance  and  real  estate;  and 

•  Services. 

The  four  establishment  size  groups  used  are: 

•  1-24  employees 

•  25-99  employees 

•  100-499  employees 

•  >  500  employees 
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The  total  number  of  employed  workers  and  the  total  employee  payroll 
are  accumulated  for  each  of  the  24  categories  corresponding  to 
specific  establishment  size  groups  within  the  specific  industry 
sectors. 

The  number  of  insured  and  uninsured  individuals  are  obtained 
from  the  Current  Population  Survey  -  1987,  March  Supplement,  a 
database  established  by  the  U.S.  Bureau  of  Census  (1989).  The 
Current  Population  Survey  (CPS)  is  used  here  to  categorize 
employees  by  industry  sector,  and  health  care  insurance  coverage 
and  funding  source. 

The  CPS  data  are  used  to  calculate  the  percentage  of  the  work 
force  for  each  industry  sector  without  own-employer-paid  health 
insurance.  For  purposes  of  this  study,  workers  are  considered 
uninsured  if  they  do  not  receive  health  care  insurance 
contributions  from  their  employer,  even  if  they  are  covered  by 
health  insurance  from  another  source.  The  percentage  of  uninsured 
workers  by  industry  is  multiplied  by  the  corresponding  CBP 
employment  data  to  yield  the  number  of  uninsured  individuals  for 
each  industry  sector,  establishment  size  group,  and  state. 

An  employer's  health  care  expenditures  will  increase  if  the 
employer  is  required  to  contribute  to  the  health  insurance  premiums 
of  employees  not  currently  covered,  or  if  the  average  premium 
increases  for  employees  with  coverage.  Incorporating  the  concept 
of  compensating  differentials  (Horrisey,  1991),  CONSAO  assumes 
that,  if  the  additional  labor  expense  is  sizable,  the  employer  will 
reduce  other  labor  costs  in  response.  This  may  be  achieved  by 
decreasing  the  wage  rate  of  or  hours  worked  by  employees,  or  by 
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reducing  some  other  component  of  employees'  overall  benefits 
package.  If  the  labor  cost  increase  is  excessive  or  particularly 
burdensome,  the  employer  may  resort  to  lay-offs  to  cut  labor  costs. 

The  current  average  employer-paid  health  care  insurance  cost 
is  calculated  for  each  industry  group  and  establishment  size  by 
dividing  the  Urban  Institute  (U.S.  DOL,  1992)  estimates  of  total 
employer  contributions  to  health  care  insurance  by  the  estimated 
number  of  insured  employees.  These  average  values  reflect  the 
amount  of  employers'  health  care  insurance  expenses  per  insured 
employee  in  1987,  and  represent  a  baseline  for  comparing  the 
potential  impact  of  health  care  reform  on  jobs. 

The  new  average  health  care  insurance  premium  cost  per 
employee  that  will  result  from  each  health  care  reform  proposal  is 
estimated  using  assumptions  based  on  the  provisions  of  the 
proposal.  In  a  previous  study  (CONSAD,  1993)  three  scenarios 
corresponding  to  high,  intermediate,  and  low  average  costs  per 
employee  were  produced  for  each  proposal.  The  range  of  estimated 
premiums  reflected  the  uncertain  effectiveness  of  a  proposal  in 
reducing  average  health  care  cost,  and  the  undetermined  content  of 
services  to  be  contained  in  the  basic  benefits  packages  of  the 
proposals.  In  this  report,  only  the  intermediate  average  health 
care  insurance  cost  per  employee  is  used.  This  intermediate 
scenario  incorporates  a  IS  percent  decrease  in  average  health  care 
costs  from  current  national  levels,  and  provides  a  conservative 
estimate  for  the  predicted  effect  of  a  health  care  reform  proposal 
on  cost  reduction  due  to  administrative  savings  and  the  elimination 
of  cost  shifting.  The  new  average  health  care  insurance  cost  per 
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employee  and  the  existence  of  provisions  requiring  employers  to 
contribute  to  insurance  coverage  for  certain  groups  of  employees 
will  determine  the  amount  employers  will  spend  on  health  care 
insurance  under  a  reform  proposal. 

The  House  proposal  does  not  require  employers  to  contribute  to 
the  insurance  of  any  additional  employees.  The  provisions  of  the 
House  proposal  are  intended  to  make  health  care  coverage  accessible 
to  more  individuals  by  reducing  the  cost  of  insurance  coverage.  It 
is  assumed  that  the  proposal's  introduction  of  insurance  pools  that 
spread  health  risks  among  large  groups  of  subscribers,  and  the 
exclusion  of  experience  and  risk  rating,  will  produce  average 
employee  health  care  insurance  premiums  that  are  the  same  for  all 
industries  and  establishment  sizes. 

The  Heritage  proposal  also  does  not  require  employers  to 
contribute  to  the  insurance  of  any  additional  employees.  Under 
this  proposal,  employers  will  have  the  option  of  discontinuing 
their  contributions  to  employee  health  care  insurance  provided  they 
add  the  cash  value  of  their  current  premium  contributions  to 
employees'  wages.  As  a  result,  employers  will  not  be  affected  if 
average  premium  costs  increase. 

The  Senate  proposal  requires  employers  to  contribute  to  the 
health  care  insurance  of  all  employees.  Employers  may  choose  to 
pay  either  a  fixed  percentage  of  the  insurance  premium  for  each 
employee,  or  contribute  a  payroll  tax  at  a  rate  not  specified  by 
the  Senate  bill.  Since  the  payroll  tax  rate  is  unknown,  we  assume 
for  this  study  that  all  employers  contribute  the  appropriate 
percentage  of  all  employees'  health  care  premiums.   An  employer 
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must  pay  80  percent  of  the  basic  premium  price  for  all  full-time 
employees,  50  percent  for  all  part-time  employees,  and  a  sliding 
amount  for  less-than-full-time  employees.  The  creation  of 
insurance  pools  by  this  proposal  is  assumed  to  result  in  average 
health  care  premiums  that  are  the  same  for  all  industries  and 
establishment  sizes.  To  calculate  the  total  contribution  to  health 
care  insurance  by  businesses  in  a  specific  industry  and 
establishment  size  category,  the  number  of  full-time,  less-than- 
full-time,  and  part-time  employees  are  first  extracted  from  the  CPS 
data,  and  then  the  appropriate  percentage  of  the  average  premium  is 
applied  for  each  employee  group.  Small  businesses  will  receive  a 
tax  credit  on  contributions  to  their  employees'  health  care 
insurance  that  will  not  be  available  to  large  businesses. 

The  California  proposal  mandates  complete  employer  funding  of 
health  care  insurance  for  all  employees.  However,  in  this 
proposal,  an  employer's  contribution  to  employees'  health  care 
insurance  is  determined  as  a  constant  percentage  of  the  employer ' s 
payroll.  The  tax  rate  is  assumed  to  be  7  percent  in  this  study. 
The  total  payroll  of  businesses  in  each  industry  and  establishment- 
size  category  is  taken  from  the  Urban  Institute  data,  and  the 
payroll  tax  is  multiplied  by  that  total  payroll  to  compute  the 
total  employer  contribution  for  health  care  insurance. 

The  Jackson  Bole  Group  proposal  also  includes  provisions  to 
create  insurance  pooling  to  spread  health  care  insurance  costs 
among  population  groups  with  different  health  risks.  This  proposal 
requires  employers  to  contribute  an  unspecified  amount  between  50 
and  100  percent  of  the  average  employee  premium  for  all  full-time 
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employees.  For  this  study,  it  is  assumed  that  employers  must  pay 
75  percent  of  the  average  employee  health  care  premium  for  each 
full-time  employee.  Employers  must  also  pay  an  8  percent  payroll 
tax  on  the  first  $22,500  in  wages  for  all  part-time  employees. 

In  CONSAD's  model,  the  ratio  of  the  average  increase  in 
employee  health  care  to  the  average  salary  of  uninsured  workers  is 
used  as  a  measure  of  the  economic  impact  of  proposed  health  care 
reform.  The  average  increase  in  health  insurance  premiums  for  a 
currently  uninsured  worker  is  the  total  estimated  premium  for  the 
worker  according  to  the  provisions  of  the  reform  proposal.  For 
currently  uninsured  employees,  the  average  premium  increase  is  the 
difference  between  the  estimated  premium  for  the  worker  under  a 
proposal  and  the  current  average  premium.  The  ratio  of  the  health 
insurance  premium  increase  to  the  worker's  salary  is  then 
calculated  for  each  worker  in  the  CBP  database  to  determine  job 
impacts. 

Table  3.1  summarizes  the  estimated  effects  of  increased 
employer  health  care  insurance  costs  on  an  employee's  total 
compensation  that  are  used  to  evaluate  job  impacts  in  this  study. 
In  essence,  the  table  indicates  that:  (1)  among  workers  in  any 
income  group,  the  potential  impacts  of  employers'  health  care 
insurance  coats  on  workers'  terms  and  conditions  of  employment  are 
more  severe  when  those  costs  represent  larger  portions  of  the 
employers'  total  payments  to  insured  workers;  and  (2)  among 
employers  with  health  care  insurance  costs  that  represent 
comparable  portions  of  their  payments  to  insured  workers,  the 
potential  impacts  of  those  costs  are  more  severe  for  workers  with 
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Table  3.1:   Summary  of  Job  Impacts  of  Increases  in  Employee's 
Compensation  Package  Resulting  from  Employers' 
Mandatory  Contribution  for  Health  Care  Insurance 


Percent 
Increase  in 
Compensation 
Package3 

Income  Group  (thousands  of  dollars )b 

0-5 

>5-10 

>10-20 

>20-30 

>30-40 

>40 

0-6 

M 

M 

N 

N 

N 

N 

>6-12 

S 

N 

N 

N 

N 

N 

>12-18 

S 

S 

M 

M 

N 

N 

>18 

S 

S 

S 

N 

M 

N 

N  =  Negligible  impact  on  employee's  compensation  package. 
M  ■  Moderate  impact  on  employee's  compensation  package. 
S  =  Severe  impact  on  employee's  compensation  package. 


'Average  employer  health  insurance  premium  cost  per  worker  as 
a  percentage  of  the  average  annual  salary  per  uninsured  worker. 

b Annual  salaries  and  wages. 


25 


255 


lower  levels  of  wages  and  salaries.  This  second  point  reflects  the 
behavioral  assumption  that  businesses  value  workers  with  higher 
incomes  more  than  they  do  workers  with  low  incomes,  because  lower 
income  workers  are  more  substitutable,  and  easier  to  replace. 

For  cost  increases  of  less  than  six  percent,  the  estimated 
impact  is  assumed  to  be  negligible  for  those  earning  $10,000  or 
more  per  year  and  moderate  for  individuals  earning  less.  For  labor 
cost  increases  of  between  six  and  12  percent,  the  assumed  impact  on 
an  employee's  terms  and  conditions  of  employment  is  severe  for 
individuals  earning  less  than  $5,000  per  year,  moderate  for  those 
earning  between  $5,000  and  $20,000,  and  negligible  for  those 
earning  more  than  $20,000  per  year. 

The  assumed  impact  associated  with  labor  cost  increases  of 
between  12  and  18  percent  is  severe  for  individuals  earning  less 
than  $10,000  per  year,  moderate  for  those  earning  between  $10,000 
and  $30,000,  and  negligible  for  those  earning  more  than  $30,000  per 
year.  Finally,  for  labor  cost  increases  of  greater  than  18 
percent,  the  assumed  impact  on  an  employee's  terms  and  conditions 
of  employment  is  severe  for  individuals  earning  less  than  $20,000 
per  year,  moderate  for  those  earning  between  $2,000  and  $40,000, 
and  negligible  for  those  earning  more  than  $40,000  per  year. 

In  previous  studies,  CONSAO  (1992a,  1993)  examined  the 
sensitivity  of  the  number  of  jobs  potentially  affected,  and  the 
number  of  jobs  at  risk,  to  changes  in  the  criterion  values  used  to 
classify  percentage  increases  in  employer's  labor  costs.  The  use 
of  different  criterion  values  does  not  greatly  affect  the  number  of 
jobs  affected  by  increased  labor  costs.   For  example,  when  the 
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cutoffs  are  changed  from  six,  12,  and  18  percent  to  10,  15  and  20 
percent,  respectively,  the  resulting  change  in  jobs  potentially 
affected  is  approximately  10  percent.  The  results  presented  in 
this  study  are  therefore  considered  insensitive  to  changes  in 
assumptions  concerning  the  relation  between  job  impact  and  employer 
labor  cost  increases. 

For  purposes  of  this  analysis,  two  categories  of  job  effects 
have  been  defined  (see  summary  in  Table  3.2): 

•  Jobs  at-Risk.  Jobs  in  establishments  that  are  the  most 
severely  impacted  are  defined  to  be  at-risk.  These  jobs 
experience  the  highest  probability  of  elimination  or 
layoff.  These  workers  stand  the  greatest  chance  of 
substantial  losses  in  wages  and  benefits. 

•  Jobs  affected.  Jobs  in  establishments  with  health  care 
costs  increasing  more  than  a  minimal  amount  are  defined 
to  be  affected.  This  definition  includes  those  jobs  that 
are  at-risk,  in  addition  to  workers  who  experience 
moderate  job  impacts.  Workers  in  affected  jobs  could 
experience  periodic  layoffs  or  substantially  lower 
numbers  of  work  hours. 

This  study  also  makes  rough  estimates  for  the  number  of  job 

losses  due  to  proposed  health  care  reform.  Job  losses  in  both  the 

short-  and  longer-term  depend  upon  the  vulnerability  of  businesses 

to  adverse  economic  impacts  from  government  imposed  health  care 

costs.   The  more  vulnerable  the  business,  the  less  able  it  is  to 

compete,  and  the  more  likely  it  is  that  there  will  be  job  losses. 

In  previous  studies,  estimated  job  losses  due  to  specific  health 

care  reform  proposals  have  been  quite  small.   In  testimony  before 

the  Senate  Finance  Committee  (Sheils,  1992)  estimates  for  job 

losses  due  to  the  House  proposal,  H.  5936,  ranged  from  less  than 

100,000  job  losses,  to  the  Employees  Benefit  Research  Institute 

(EBRI)  estimate  of  several  times  that  amount.   The  Lewin-ICF  and 
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Table  3.2:   Typical  Economic  Impacts  on  Jobs  With 
Different  Degrees  of  Risk 


JOBS  POTENTIALLY  AFFECTED 

JOBS  AT-RISK 

Periodic  layoffs  or  reduced 
hours  worked 

Reduced  wages  and  benefits 

Increased  uncertainty  about 
future 

Reduced  business  growth  with 
curtailed  research  and 
development 

Limited  job  growth 

I  Little  or  no  business  growth 

Job  loss 

Prolonged  layoffs 

Lost  benefits 

Plant  closings 

Rapid  decline  or  bankruptcy 

28 


71-135  0-94-10 
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Congressional  Budget  Office  (CBO)  estimates  drew  heavily  from 
analogous  research  conducted  for  the  minimum  wage  related  job 
losses  research. 

The  minimum  wage  literature  Is  only  partly  useful  here.  An 
earlier  CONSAO  (1993)  study  Identified  serious  jobs  at-risk  due  to 
significant  increases  in  health  care  costs  per  employee,  at  every 
wage  level,  including  the  level  greater  than  $40,000  annual  wages. 
Therefore,  the  potential  for  job  loss  exists  at  every  wage  level. 

The  Lewin-ICF  and  CBO  studies  also  speculate  that  during  the 
period  that  employers  are  adjusting  to  new  health  care  regulations, 
they  will  be  able  to  pass  part  of  their  increase  labor  costs  on  to 
consumers  via  increased  prices.  As  a  result  of  international 
market  competitiveness  at  an  all-time  high,  and  with  national 
inflation  rates  at  a  periodic  low,  we  believe  that  much  of  the 
increased  health  care  costs  will  be  passed  "backwards"  to 
employees,  not  forward  to  consumers.  In  industry  sectors  dominated 
by  large  businesses,  small  businesses  have  little  to  say  about 
passing  their  increased  costs  to  their  consumers. 

In  economic  terms,  jobs  will  be  reduced  because  small  business 
output  will  be  reduced.  The  relatively  minor  extent  that  prices 
may  increase  will  reduce  demand.  More  importantly,  the  supply  of 
goods  and  services  will  become  significantly  tighter  as  rising 
costs  and  the  reduction  in  the  number  of  businesses  shifts  the 
supply  curve  upward,  raising  prices,  and  reducing  output  and  jobs. 

CONSAO' s  job  impact  model  forecasts  the  short-term  affects  of 
increased  health  care  costs  on  employment.  These  short-term 
affects  on  workers  in  the  first  several  years  following  the 
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imposition  of  health  care  reform,  include  job  loss,  decrease  in  job 
security,  and  a  reduction  in  wages,  compensation  and/or  benefits. 
It  should  be  noted  that  during  the  transitional  economic  phase  that 
continues  as  long  as  businesses  adapt  to  their  new  cost  structure, 
there  will  still  be  severely  and  moderately  impacted  jobs,  but 
these  effects  will  diminish  as  the  economy  returns  to  a  new 
equilibrium  that  incorporates  the  affects  of  health  care  reform. 
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4.0   SUMMARY  OF  RESULTS 

The  potential  impacts  on  employment  that  have  been  calculated 
by  CONSAO's  job  impact  model  for  the  five  national  health  care 
proposals  under  consideration  are  reported  in  this  chapter.  The 
estimated  numbers  of  jobs  at-risk  in  small  business  are  presented, 
representing  workers  whose  terms  and  conditions  of  employment  will 
be  severely  affected.  The  number  of  severely  impacted  jobs  is 
tabulated  separately  for  four  ranges  of  establishment  size  of 
employers.  The  number  of  jobs  at-risk  is  reported  at  the  state  and 
national  level,  and  also  by  establishment  size  of  employer. 

The  calculated  results  should  not  be  interpreted  as  exact 
numbers  of  impacted  jobs.  Instead,  the  estimate  of  jobs  at-risk 
should  be  considered  as  an  index  of  the  severity  of  the  impacts 
that  are  likely  to  occur  with  a  given  health  care  reform  proposal, 
and  should  be  used  as  a  basis  for  comparisons  among  the  five 
proposals.  A  health  care  reform  proposal  that  produces  higher 
numbers  of  severely  affected  jobs  than  another  proposal  will  have 
more  adverse  impacts  on  employment. 

Under  all  five  proposals,  the  jobs  that  are  potentially 
affected  consist  of  two  groups:  (1)  the  previously  uninsured 
individuals  who  now  obtain  coverage  at  the  premium  price  determined 
by  the  proposal  under  consideration,  (2)  currently  insured, 
comparatively  low-risk  individuals  who  experience  relatively  large 
increases  in  health  care  insurance  premiums  because  they  are 
members  of  larger,  comparatively  high-risk  insurance  pools. 
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4.1  Comparison  of  Severe  Job  Impacts 

Table  4.1  contains  the  percentages  of  total  private  sector 
employment  (TPSE)  in  small  businesses  that  are  estimated  to  be  at- 
risk  if  the  five  health  care  reform  proposals  are  implemented.  The 
proposals  are  listed  in  the  table  in  order  of  increasing  severity 
of  job  impacts. 

In  1987,  there  were  68.7  million  private-sector,  non-farm  jobs 
in  establishments  with  less  than  500  employees  in  the  United 
States.  Of  this  number,  the  impacts  of  the  five  health  care  reform 
proposals  on  this  population  range  from  a  negligible  number  of  jobs 
at-risk  for  The  Heritage  Foundation  and  House  proposals,  to  16.3 
million  jobs  at-risk  for  the  Jackson  Hole  Group  proposal.  The 
negligible  result  for  the  Heritage  Foundation  and  House  proposals 
is  to  be  interpreted  as  a  minimal  number  of  jobs  at-risk-  less  than 
one  percent  of  total  employment.  The  number  of  jobs  at-risk  for  the 
Jackson  Hole  Group  proposal  represents  23.6  percent  of  TPSE  in 
small  businesses.  The  California  proposal  and  the  Senate  proposal 
are  estimated  to  place  at-risk  between  9.6  and  16.7  percent  of  TPSE 
in  small  businesses,  with  6.6  million  jobs  at-risk  due  to  the 
California  proposal  and  11.5  million  jobs  at-risk  for  the  Senate 
proposal. 

The  Heritage  Foundation  proposal  is  estimated  to  have  no 
effect,  severe  or  moderate,  on  employment.  This  proposal  does  not 
require  employers  to  provide  health  care  insurance  coverage  for 
employees.  In  addition,  the  provisions  of  the  Heritage  Foundation 
proposal  allow  employers  to  discontinue  contributing  to  the  health 
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Table  4.1:  Jobs  At-Risk  in  Small  Businesses  (<500 
employees)  Due  to  Proposed  Health  Insurance 
Reform  Proposals 


Proposal 

Jobs  At-Risk  in  Small  Businesses 

Number  of  Jobs 
( in  millions) 

Percent  of  TPSE 

in  Small 

Businesses 

Heritage  Foundation 

Negligible 

Negligible 

House 

Negligible 

Negligible 

California 

6.6 

9.6 

Senate 

11.5 

16.7 

Jackson  Hole  Group 

16.3 

23.6 

TPSE  =  Total  Private  Sector  Employment 
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care  insurance  premiums  of  employees  if  employers  add  the  amount  of 
their  current  health  care  contributions  to  the  wages  of  their 
employees.  This  model  assumes  that  the  rational  employer  who 
experiences  an  increase  in  employee  health  care  costs  will  choose 
to  discontinue  providing  health  care  insurance  to  their  employee, 
thereby  avoiding  the  increase  in  labor  costs. 

The  House  proposal  will  potentially  affect  employees  of  firms 
that  currently  pay  health  care  premiums  below  the  national  average 
premium.  If  the  definition  of  an  impacted  job  consists  of  a  worker 
who  simply  experiences  an  increase  in  health  care  premium,  the 
number  of  potentially  affected  jobs  for  this  proposal  would  be 
approximately  half  of  all  currently  insured  individuals.  However, 
the  criterion  for  jobs  at-risk  used  in  this  analysis  requires  that 
the  increase  in  health  care  premiums  be  sizable  before  a  job  is 
defined  to  be  at-risk.  There  are  no  sizable  increases  in  average 
premiums  for  any  industry  or  establishment  size  group  under  the 
House  proposal,  and  as  a  result,  it  is  estimated  this  proposal  will 
result  in  negligible  number  of  jobs  at-risk. 

The  California  proposal  calls  for  a  straight  payroll  tax  at  a 
rate  of  6-8  percent.  However,  since  the  job  impact  model 
determines  the  impact  of  health  care  reform  on  employment  using 
average  employee  health  care  insurance  premium  increases,  low 
income  individuals  will  experience  a  premium  increase  to  wage  ratio 
that  is  higher  than  6-8  percent.  These  workers  will  be  designated 
as  being  at-risk.  Because  the  California  proposal  ties  health  care 
insurance  payments  to  labor  income,  the  insurance  pools  may 
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experience  underf unding  in  periods  of  economic  downturn  when 
unemployment  is  higher  than  its  average  value  over  time. 

The  Senate  proposal  and  the  Jackson  Hole  Group  proposal  will 
both  potentially  affect  the  previously  insured  and  the  previously 
uninsured  because  they  contain  provisions  requiring  employers  to 
contribute  to  their  employees'  health  care  insurance  costs.  The 
Senate  proposal,  however,  includes  a  reduction  in  the  employers' 
required  contribution  rate  for  small  firms.  Since  small  firms 
employ  a  larger  total  number  of  workers  than  do  large  firms,  this 
results  in  many  fewer  workers  being  impacted.  The  Jackson  Hole 
Group  proposal  requires  the  highest  amount  of  employers' 
contributions  to  their  employees'  health  care  insurance  premiums, 
and  therefore  results  in  the  highest  number  of  affected  jobs. 

Table  4.2  highlights  the  provisions  included  in  the  five 
proposed  health  care  systems  and  the  current  system  that  are 
responsible  for  the  large  differences  in  job  impact  results.  The 
Heritage  Foundation  and  House  proposals  impact  the  fewest  number  of 
jobs  among  the  five  proposals  because  they  do  not  require  employers 
to  pay  for  the  health  insurance  of  any  additional  employees.  The 
impact  on  employment  of  the  California  proposal  is  the  third 
largest  among  the  five  proposals  because  the  total  additional 
health  care  costs  incurred  by  industry  under  the  6-8  percent 
payroll  tax  associated  with  this  proposal  is  less  than  total 
additional  costs  employers  must  bear  under  the  combination  of  fixed 
premium  contributions  and  payroll  taxes  mandated  in  both  the  Senate 
proposal  and  the  Jackson  Hole  Group  proposal.  The  difference  in 
job  impacts  between  the  Jackson  Hole  Group  proposal,  which  has  the 
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largest  impact  on  employment  of  all  proposals,  and  the  Senate 
proposal*  which  impacts  the  second  highest  number  of  jobs,  is  due 
to  the  tax  credit  available  to  small  firms  under  the  Senate 
proposal.  Since  nearly  57  percent  of  all  private  sector  employees 
work  for  establishments  with  less  than  100  workers,  and  since  the 
average  salary  of  employees  of  small  firms  is  less  than  that  for 
employees  of  large  firms,  this  tax  credit  greatly  reduces  the  total 
impact  of  mandated  employer-provided  insurance  coverage. 

It  is  important  to  note,  that  these  numbers  of  jobs  at-risk 
measure  only  the  economic  disadvantage  of  the  various  proposals. 
One  obvious  benefit  from  a  health  care  proposal  is  that  individuals 
who  are  not  currently  receiving  health  care  insurance  will  obtain 
coverage.  The  Heritage  Foundation  and  House  proposals  do  not 
mandate  employers  to  provide  insurance  to  any  groups  of  currently 
uninsured  employees.  The  success  of  the  House  proposal  at 
increasing  the  number  of  individuals  who  are  insured  will  depend  on 
employers  choosing  to  contribute  to  their  employees'  health  care 
insurance.  The  Heritage  Foundation  proposal  will  achieve  universal 
health  coverage  with  a  requirement  that  requires  all  individuals 
and  families  to  obtain  health  insurance.  People  will,  however,  be 
able  to  choose  the  source  —  employer-provided  or  private  —  for 
their  insurance  coverage. 

The  three  other  health  care  reform  proposals  (California, 
Senate,  Jackson  Hole)  incorporate  severe  employer  mandates,  and 
require  provision  of  insurance  coverage  to  a  larger  population  of 
Americans.  The  Senate  proposal  and  the  Jackson  Hole  Group  proposal 
provide  subsidization  of  insurance  costs  for  low-income  individuals 


37 


267 


and  mandate  contributions  by  employers  to  their  employees'  health 
care  insurance,  but  will  allow  employees  to  choose  to  forego 
insurance  coverage.  A  possible  result  of  permitting  individuals  to 
not  subscribe  to  health  care  insurance  is  that  persons  who  perceive 
that  their  own  low  health  care  risk  does  not  make  insurance  worth 
its  price  will  choose  not  to  insure.  The  removal  of  these  low-risk 
individuals  from  insurance  pools  will  increase  the  average 
actuarial  cost  of  providing  insurance  to  the  remaining  members  of 
the  pool.  The  California  proposal  will  result  in  nearly  complete 
insurance  coverage  of  all  individuals. 

It  is  important  to  recognize  that  the  small  number  of  jobs  at- 
risk  that  have  been  estimated  for  the  House  proposal  cannot  be 
validly  interpreted  as  evidence  that  a  suitably  designed  mandate 
requiring  employers  to  pay  for  their  employees'  health  care 
insurance  can  achieve  that  objective  without  placing  the  employees' 
jobs  at-risk.  To  the  contrary,  the  observed  result  has  only  been 
obtained  by  expressly  granting  employers  the  option  of  not  paying 
for  their  employees'  insurance.  Only  by  sacrificing  the  objective 
of  compelling  the  purchase  of  health  care  insurance  can  the  adverse 
consequence  of  placing  large  numbers  of  jobs  at-risk  be  avoided. 

4.2  Jobs  at-Risk  Grouped  by  Establishment  Size 

This  section  describes  the  number  of  severely  impacted  jobs  in 
small  business  grouped  according  to  the  establishment  size  of 
employers.  An  establishment,  as  defined  by  the  U.S.  Bureau  of 
Census,  is  a  single  physical  location  where  business  is  conducted 
or  where  services  or  industrial  operations  are  performed.  Results 
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are  reported  here  by  establishment  in  order  to  provide  the  best 
geographic  representation  of  workers  place  of  employment.  The 
number  of  jobs  at-risk  are  reported  by  state  in  the  next  section 
for  the  four  establishment  size  categories  considered  in  this 
report. 

Figure  4.1  depicts  the  number  of  jobs  at-risk,  in  small 
business  (establishments  with  less  than  500  employees)  due  to  the 
health  care  proposals  under  consideration,  broken  down  into  three 
establishment  size  categories.  One  general  trend  predicted  by  the 
model  is  that  for  a  given  proposal,  the  number  of  jobs  severely 
affected  increases  as  the  size  of  the  employer  establishment 
decreases.  The  largest  number  of  jobs  at-risk  occurs  for 
establishments  with  less  than  25  employees.  Under  the  Jackson  Hole 
Group  proposal,  7.0  million  jobs  at-risk  occur  for  establishments 
with  less  than  25  employees.  For  the  same  establishment  size 
range,  the  Senate  proposal  will  produce  4.8  million  jobs  at-risk, 
and  the  California  proposal  will  result  in  3.4  million  jobs  at- 
risk.  For  all  establishments  with  less  than  100  employees,  the 
Jackson  Hole  Group  proposal  will  result  in  12.7  million  jobs  at- 
risk,  the  Senate  proposal  will  produce  9.1  million  jobs  at-risk, 
and  5.5  million  jobs  at-risk  will  occur  for  the  California 
proposal. 

Figure  4.2  displays  the  percentage  of  total  employment  in  the 
three  small  business  establishment  size  ranges  that  will  be 
rendered  at-risk.  The  most  severe  impact,  again,  is  in 
establishments  with  less  than  25  employees.  For  the  Jackson  Hole 
Group  proposal,  28.5  percent  of  all  jobs  in  establishments  with 


39 


269 


Figure  4.1:    The  Percentage  of  Total  Employment  at-Risk 
in  Small  Businesses  Based  on 
Health  Care  Reform  Proposals 
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Figure  4.2:  The  Number  of  Jobs  at-Risk  in  Small 
Businesses  Based  on  Health  Care 
Reform  Proposals 
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less  than  25  employees  will  be  at-risk.  The  Senate  proposal  will 
result  in  19.3  percent,  and  the  California  proposal  will  result  in 
13.6  percent  of  total  employment  being  at-risk  in  establishments 
with  less  than  25  employees.  For  all  establishments  with  less  than 
100  employees,  26.3  percent  of  total  employment  will  be  at-risk 
under  the  Jackson  Hole  Group  proposal,  18.9  percent  will  be  at-risk 
under  the  Senate  proposal,  and  11.45  percent  will  be  at-risk  due  to 
the  California  proposal. 

4.3  Jobs  at-Risk  Grouped  by  State 

Tables  4.3  through  4.5  contain  state  by  state  tabulations  of 
the  numbers  of  jobs  at-risk,  and  their  percentage  of  total 
employment  for  four  establishment  categories  that  encompass  the 
total  private  sector  employment  in  the  U.S.  These  three  tables 
correspond  to  the  three  health  care  reform  proposals  —  the  Senate, 
California,  and  Jackson  Hole  Group  —  that  include  severe  mandates 
on  the  provision  of  health  care  insurance  by  employers.  The 
Heritage  Foundation  proposal  and  the  House  proposal  do  not 
incorporate  such  employer  mandates,  and  therefore  result  in 
negligible  numbers  of  jobs  at-risk  in  each  establishment  size  and 
state. 

Figures  4.3  through  4.5  display  the  geographical  distribution 
of  jobs  at-risk  by  state  for  the  three  health  care  reform  proposals 
with  severe  employer  mandates.  These  figures  display  the 
percentage  of  total  employment  in  small  businesses  that  are 
estimated  to  be  at  risk  for  each  state. 
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4.4  Job  Losses 


An  estimate  of  job  losses  can  be  made  using  a  small  percentage 
of  jobs  at-risk.  Here,  for  specificity  and  very  conservatively,  we 
will  assume  a  sliding  percentage  of  jobs  at-risk  that  varies  from 
7.5  percent  for  establishments  with  few  than  25  employees,  5 
percent  for  establishments  with  between  25  and  100  employees,  to 
2.5  percent  for  establishments  with  between  100  and  500  employees, 
with  these  criteria,   the  California  proposal  is  estimated  to 
result  in  386,940  job  losses;  the  Senate  proposal  will  result  in 
635,230  job  losses;  and  the  Jackson  Hole  Group  proposal  is 
estimated  to  produce  899,530  job  losses.  We  consider  these  to  be 
the  floor  of  job  loss  estimates.   Other  CONSAO  studies  (1990a, 
1990b,  1992a,  1988)  have  found  that  job  losses  may  be  as  great  as 
eight  to  ten  percent  of  jobs  at-risk.   Thus,  estimates  of  job 
losses  exceeding  1,000,000  from  the  more  rigorous  employer  mandated 
proposals  are  not  unrealistic. 
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5.0   SUMMARY  AND  CONCLUSIONS 

The  additional  labor  costs  to  employers  that  will  result  from 
the  severe  employer  mandates  incorporated  in  some  national  health 
care  reform  proposals  will,  compared  to  alternative  proposals 
without  mandated  employer  provision  of  employee  health  care 
insurance,  be  a  more  serious  impediment  to  the  nation's  economic 
recovery.  Much  of  the  economy's  rebound  and  restructuring  will  be 
the  result  of  the  efforts  of  successful  independent  small  business. 
Therefore,  the  goal  of  universal  health  care  insurance  coverage 
that  has  dictated  the  unmitigated  employer  mandates  contained  in 
the  California,  Senate,  and  Jackson  Hole  Group  proposals,  must  be 
weighed  against  the  enormous  hardships  and  job  losses  these 
mandates  will  incur  for  thousands  of  small  businesses.  An  increase 
in  health  care  costs  to  employers  will  force  many  businesses  to 
react  with  adverse  actions  regarding  some  or  all  of  their 
employees.  This  study  estimates  that: 

1.  Millions  of  workers  in  small  businesses  will  be  adversely 
affected  with  regard  to  terms  of  their  employment. 

2.  Millions  of  jobs  will  be  placed  at  risk  of  substantial 
job  loss  and/or  reduced  job  terms.  Depending  on  the 
proposal,  approximately  9.4  to  19.6  million  workers  are 
so  affected,  comprising  11%  to  25%  of  total  employment  in 
small  businesses. 

3.  Many  workers  will  actually  lose  jobs.  A  reasonable 
estimate  of  job  losses  for  the  rigorous  employer  mandated 
proposals  exceeds  one  million,  while  the  House  and 
Heritage  proposals  experience  negligible  lost  jobs.  In 
addition,  many  additional  jobs  will  be  lost  due  to  the 
considerable  number  of  business  start-ups  that  will  not 
occur  as  a  result  of  severe  employer  mandate. 

There  are  many  other  issues  that  are  relevant  to  the  health  care 

reform  debate  that  are  not  analyzed  in  this  study: 
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1.  The  additional  number  of  Americans  with  health  care 
insurance  coverage  that  will  result  from  the  more 
rigorous  mandated  proposals  are  excluded  from 
consideration,  here.  This  is  a  crucial  issue  affecting 
the  selection  of  a  proposal.  The  focus  of  this  analysis 
is,  however,  job-impacts  —  an  important  policy  research 
issue  that  has  received  little  attention  in  the 
literature  outside  of  the  numerous  studies  performed  by 
CONS AD. 

2.  The  results,  here,  are  based  on  the  use  of  average  values 
to  characterize  premium  cost  increases  or  decreases.  The 
use  of  averages  produces  a  downward  bias  on  job  impact 
figures. 

3.  Alternative  means  of  health  care  reform  financing  (e.g., 
VAT,  "sin  taxes,"  etc.)  are  not  examined.  These  forms  of 
financing  will  not  have  the  same  detrimental  effect  on 
small  business  jobs  since  they  do  not  significantly 
increase  the  labor  costs  of  employers. 

4.  Nor  have  we  investigated  a  variety  of  small  business 
relief  measures.  Clearly,  an  outright  subsidy  would 
bring  fewer  adverse  consequences;  however,  this  is  not  a 
feasible  or  even  desirable  solution.  Excluding  those 
businesses  under  a  certain  size  would  bring  noticeable 
reductions  in  our  jobs-at-risk  estimates  —  and  in  the 
anticipated  coverage  of  hundreds  of  thousands,  probably 
millions,  of  the  currently  uninsured.  Phasing  in  the 
increased  costs  would  not  bring  significant  relief:  most 
businesses  consider  future  certain  costs  (negatively)  in 
current  decision  making  and  planning  for  the  future. 

5.  The  increase  in  the  health  care  industry  that  may 
accompany  a  health  care  reform  proposal  that  incorporates 
severe  employer  mandates  will  not  benefit  small 
businesses.  The  estimates  of  job  impacts  and  their 
geography  are  not  likely  to  be  affected  by  a  growing 
health  care  sector. 

6.  This  study  does  not  report  the  demographic 
characteristics  of  the  affected  and  at-risk  small 
business  job-holders.  However,  previous  CONSAO  studies 
indicate  that  the  individuals  whose  jobs  will  be  most 
impacted  by  proposed  health  care  reform  are,  by  and 
large,  the  same  individuals  who  are  currently  uninsured. 
The  individuals  who  are  intended  to  benefit  from 
increased  health  care  insurance  coverage  will, 
paradoxically,  experience  the  largest  risk  of  adverse 
changes  in  their  terms  and  conditions  of  employment  due 
to  the  proposals. 
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The  implementation  of  mandates  requiring  employers  to  provide 
employee  health  care  coverage  would  have  immense  economic  costs  for 
small  businesses  and  their  workers.  Alternative  health  care  reform 
proposals  should  be  given  serious  consideration  if  serious  economic 
hardships  on  small  businesses  and  their  employees  are  to  be 
avoided. 
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